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TO FACILITATE PRIVATE FINANCING OF NEW SHIP 
CONSTRUCTION 


FRIDAY, APRIL 9, 1954 


Howse or REPRESENTATIVES, 
CoMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D. C. 

The committee met at 10:15 a. m., pursuant to call, in room 219, 
Old House Office Building, Hon. Thor C. Tollefson, presiding. 

Mr. To.uerson. The committee will be in session. 

We will take testimony this morning on H. R. 8637. 

(H. R. 8637 is as follows :) 


[H. R. 8637, 83d Cong., 2d sess. ] 


4 BILL To amend certain provisions of title XI of the Merchant Marine Act, 1936, as 
amended, to facilitate private financing of new ship construction, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1101 of the Merchant Marine Act, 
1936, as amended (U. S. C., title 46, sec. 1271), is hereby amended— 

(1) By amending subsection (a) to read as follows: 

“(a) The term ‘mortgage’ includes a preferred mortgage as defined in the 
Ship Mortgage Act, 1920, as amended, and a mortgage which will become a 
preferred mortgage when recorded and endorsed as required by the Ship Mortgage 
Act, 1920, as amended ;”. 

(2) By inserting after subsection (a) a new subsection (b) to read as 
follows: 

“(b) The term ‘loan’ includes any loan or advance of credit other than a 
mortgage loan ;”’. 

(3) By redesignating subsection (b) as subsection (c) ; and by inserting after 
the words “carrying vessels,” the word “tankers,”. 

(4) By redesignating subsection (c) as subsection (d) ; and by striking out the 
words “approved by the Commission” and in lieu thereof inserting the following: 
“ except that in the case of a mortgage involving a trust indenture and an issue 
of bonds or notes thereunder, it means the trustee designated in such trust inden- 
ture and his successors and assigns as trustee, but does not include the holders 
of the bonds or notes issued under such trust indenture ;”. 

(5) By redesignating subsection (d) as subsection (e). 

(6) By redesignating subsection (e) as subsection (f) ; and by inserting after 
the words “mortgage indebtedness” the words “or loan”, and after the word 
“mortgage” the words “or loan agreement”. 

Sec. 2. Section 1102 of such Act, as amended (U. S. C., title 46, sec. 1272), is 
hereby amended by striking out the word “Commission” wherever it appears 
and in lieu thereof inserting the words “Secretary of Commerce” ; and by striking 
out the last three sentences thereof. 

Sec. 3. Section 1103 of such Act, as amended (U. S. C., title 46, sec. 1273), is 
hereby amended 

(1) By amending subsection (a) to read as follows: 

“(a) the Secretary of Commerce shall upon application by the mortgagor, in- 
sure as hereinafter provided, 100 per centum of the principal of, and interest on, 
any mortgage offered to him which is eligible for insurance as hereinafter pro- 
vided and, upon such terms as the Secretary of Commerce may prescribe, shall 
make commitments to insure any such mortgage prior to the date of execution 
or disbursement thereon.”. 
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2) By amending subsection (b) to read as follows: 

“(b) The Secretary of Commerce shall, upon application by the borrower, in- 
sure as hereinafter provided, 100 per centum of the principal of, and interest on, 
any loan offered to him which is eligible for insurance as hereinafter provided 
and, pon such terms as the Secretary of Commerce may prescribe, shall make 
commitments to insure any such loan prior to the date of execution or disburse- 
ment thereon.”’. 

(3) By inserting after subsection (b) new subsections (c) and (d) to read 
as follows: 

“(e) Each insurance contract made under this section shall run to and be 
for the benefit of the mortgagee, and if the mortgagee is a trustee under a trust 
indenture, for the benefit of the holders of the bonds or notes issued under said 
trust indenture, or, in the case of a loan, shall run to aud be for the benefit of 
the lender. 

“(d) The faith of the United States is solemnly pledged to the payment of the 
principal amount of and interest on each mortgage and loan insured under this 
title, and in the event the Secretary of Commerce fails to make any such payment 
when due, the Secretary of the Treasury shall pay such unpaid amount, which 
is hereby authorized to be appropriated, out of any money in the Treasury not 
otherwise appropriated.”’. 

(4) By redesignating subsection (c) as subsection (e) and amending it to 
read as follows: 

“(e) The aggregate unpaid principal amount of the mortgages and loans in- 
sured under this section and outstanding at any one time shall not exceed 
$1,000,000,000.”’. 

Sec. 4. Section 1104 of such Act, as amended (U. S. C., title 46, sec. 1274), is 
hereby amended— 

(1) By striking out in subsection (a) after the words “To be eligible for in- 
surance under this title a mortgage” the word “shall” 

(2) By inserting in paragraph (1) of subsection (a) the word “shall” after 
the paragraph number; and by striking out the word “Commission” wherever it 
appears and in lieu thereof inserting the words “Secretary of Commerce.” 

(3) By amending paragraph (2) of subsection (a) to read as follows: 

“(2) shall involve an obligation in a principal amount which does not 
exceed 75 per centum of the estimated cost to the mortgagor of the con- 
struction, reconstruction, or reconditioning (including designing, inspect- 
ing, outfitting, and equipping) of a vessel, such estimated cost to be deter- 
mined by the Secretary of Commerce prior to the execution of the mort- 
gage, and such determination to be conclusive for the purpose of deter- 
mining the principal amount of the mortgage: Provided, however, That in 
the case of a special purpose vessel or a bulk carrier certified by the Secre- 
tary of Defense to be required for national defense purposes, except a vessel 
constructed under the provisions of title V of this Act, the obligation may 
be in an amount which does not exceed 8714 per centum of such estimated 
cost; or, in the case of vessels purchased pursuant to the Merchant Ship 
Sales Act of 1946, as amended, for exclusive use on the Great Lakes, involve 
an obligation in a principal amount which does not exceed 75 per centum 
of the net purchase price of such vessels plus 75 per centum of the amounts 
expended for altering, modifying, converting, and equipping such vessels 
in excess of that purchase price, or 75 per centum of the amount which the 
Secretary of Commerce estimates will be the value of such vessel so pur- 
chased for exclusive use on the Great Lakes when the reconstruction or 
reconditioning is completed, whichever is the lesser :”. 

(4) By striking out in paragraph (3) of subsection (a) the words “secure 
an obligation having a maturity date satisfactory to the Commission” and in 
lieu thereof inserting the following: “shall secure bonds, notes, or other obli- 
gations having maturity dates satisfactory to the Secretary of Commerce.” 

(5) By inserting in paragraph (4) of subsection (a) the word “shall” after 
the paragraph number; and by striking out the word “Commission” and in 
lieu thereof inserting the words “Secretary of Commerce”. 

(6) By amending paragraphs (5) and (6) of subsection (a) to read as 
follows: 

“(5) shall secure bonds, notes, or other obligations bearing interest (ex- 
clusive of premium charges for insurance) at an average interest rate to 
the mortgagor not to exceed the estimated prevailing effective yield for 
Government securities which are subject to all Federal income taxes of 

twenty-year maturity, as determined by the Secretary of Commerce, plus 
1 per centum per annum: 
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“(6) shall provide, in a manner satisfactory to the Secretary of Com- 
merce, for the application of the mortgagor’s periodic payments to amortiza- 
tion of the principal of the mortgage, exclusive of the amount allocated to 
interest ;’’. 

(7) By inserting in paragraph ( 
the paragraph number. 

(8) By amending paragraph (8) of subsection (a) to read as follows: 

“(8) shall secure a loan made to aid in financing, including reimburse- 
ment of the mortgagor for expenditures previously made for, construction 
(including designing, inspecting, outfitting, and equipping) of vessels under 
title V of this Act, as amended, or the purchase by citizens of the United 
States of vessels for use on the Great Lakes pursuant to the Merchant Ship 
Sales Act of 1946, as amended, or the construction, reconstruction, or recon- 
ditioning (including designing, inspecting, outfitting, and equipping) sub- 
sequent to the enactment of this title, of vessels owned by citizens of the 
United States which are designed principally for commercial use (a) in the 
coastwise or intercoastal trade; (b) on the Great Lakes, or on bays, sounds, 
rivers, harbors, or inland lakes of the United States; (c) in foreign trade; 
or (d) in the fishing trade or industry ;”’. 

(9) By adding at the end of subsection (a) the following new paragraphs 
(9) and (10) to read as follows: 

“(9) may, in the case of a passenger vessel having the tonnage, speed, 
passenger accommodations, and other characteristics set forth in title V 
of this Act, as amended, with the approval of the Federal Maritime Board, 
provide that the sole recourse against the mortgagor of the United States 
as assignee of the mortgage for the payment of the principal of, and interest 
on, the mortgage and the bonds, notes, or other obligations secured thereby 
shall be limited to repossession of the vessel and the assignment of insur- 
ance claims and that the obligation of the mortgagor for such principal and 
interest shall be satisfied and discharged by the surrender of the vessel and 
all right, title, and interest therein to the United States; and 

**(10) shall contain such other provisions as may be agreed upon between 
the mortgagor and mortgagee, which are not inconsistent with the provisions 
of the preceding paragraphs of this subsection (a) and which are not dis- 
approved by the Secretary of Commerce.” 

(10) By inserting after subsection (a) a new subsection (b) to read as 
follows: 

“(b) To be eligible for insurance under this title a loan— 

““(1) shall be for the purpose of financing, including reimbursement of the 
mortgagor for expenditures previously made for, the construction, recon- 
struction, or reconditioning (including designing, inspecting, outfitting, and 
equipping) of a vessel which is intended to become subject to a mortgage 
which the Secretary of Commerce has made a commitment to insure; 

(2) shall be repayable prior to or simultaneously with the execution of 
such mortgage ; and 

(3) shall bear interest (exclusive of premium charges for insurance) at 
an average interest rate to the borrower not to exceed the maximum rate 
permitted by subsection (a) (5) of this section.”. 

(11) By redesignating subsections (b), (c), and (d) as subsections (c), 
(d), and (e) and amending them to read as follows: 

“(c) No commitment to insure a mortgage or loan shall be made by the 
Secretary of Commerce unless he finds, at or prior to the time such commitment 
is made, that the property or project with respect to which the mortgage or loan 
will be executed will be, in his opinion, economically sound, and no mortgage or 
loan, unless made pursuant to a prior commitment, shall be accepted for insur- 
ance unless the Secretary of Commerce finds, at or prior to the time the insurance 
becomes effective, that the property or project with respect to which the mortgage 
or loan is executed will be, in his opinion, economically sound. 

“(d) The Secretary of Commerce is authorized to fix a premium charge for 
the insurance of mortgages and loans under this title. In the case of any mort- 
gage insured under section 1103 (a), such charge shall not be less than one-half 
of 1 per centum per annum nor more than 1 per centum per annum of the average 
principal amount of the mortgage to be outstanding in the year next succeeding 
such premium payment, without taking into account voluntary prepayments or 
delinquent payments of principal. In the case of loans insured under section 
1103 (b), such charge shall not be less than one-quarter of 1 per centum per 
annum nor more than one-half of 1 per centum per annum of the principal 
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amount of the loan outstanding when each premium payment is made, without 
taking into account voluntary prepayments or delinquent payments of principal. 
Premium payments shall be made when the mortgage or loan agreement is made 
and on each anniversary date thereafter All such premium charges shall be 
payable by the mortgagor or the borrower. 

‘(e) The Secretary of Commerce is authorized to charge and collect such 
amounts as he may deem reasonable for the investigation of applications for 
insurance, for the appraisal of properties offered for insurance, for the issuance 
of commitments, and for the inspection of such properties during construction, 
reconstruction, or reconditioning: Provided, That such charges shall not aggre- 
gate more than one-half of 1 per centum of the original principal amount of the 
mortgage or loan to be insured. Unless otherwise agreed, the charges for any 
such services shall be paid by the mortgagor or the borrower.”. 

(12) By adding after subsection (e) new subsections (f) and (g) to read 
as follows 

“(f) All moneys received under the provisions of sections 1101-1109 of this 
title shall be deposited in the fund 

“(g) The provisions of section 5 of the Securities Act of 1933, as amended, 
shall not apply to any bond, note or other obligation issued under a trust inden- 
ture secured by a mortgage which is insured by the Secretary of Commerce 
under the provisions of this title, or any note or other obligation evidencing a 
loan which is insured by the Secretary of Commerce under the provisions of 
this title, and any such security shall be deemed to be exempt from the pro- 
visions of the Securities Act of 1933, as amended, and of the Trust Indenture 
Act of 1939, to the same extent as though such security were specifically exempted 
in section 3 (a) (2) of said Securities Act, and section 304 of said Trust 
Indenture Act.” 

Sec. 5. Section 1105 of such Act, as amended (U.S. C., title 46, see. 1275), 
is hereby amended 

(1) By amending subsection (a), (b), and (c) to read as follows: 

“(a) (1) In the event of the failure of the mortgagor to pay any installment 
of principal or interest under an insured mortgage, or in the event of any other 
act or failure to act by the mortgagor which gives the mortgagee the right to 
foreclose, any such events being hereinafter called defaults, and failure on the 
part of the mortgagor to remove and remedy the default within thirty days, 
the mortgage shall have the right at or before the expiration of sixty days 
after any default in the payment of principal or interest, and in the case of 
any other default at any time during the continuance of such default, to demand 
payment by the Secretary of Commerce of the unpaid principal amount of said 
mortgage and of the unpaid interest thereon to the date of payment, provided 
an assignment of the mortgage and, if the mortgagee is also the holder of the 
obligations secured by the mortgage, an assignment of such obligations be 
tendered to the Secretary of Commerce at the time such demand is made. 
Within a period of thirty days from the date of such demand, unless the Secre- 
tary of Commerce has found that there was no such default or that such default 
was removed and remedied prior to such demand, the Secretary of Commerce 
shall accept the assignment and promptly pay to the mortgagee the full unpaid 
principal amount of the said mortgage and the unpaid interest thereon to the 
date of payment. Upon acceptance of such assignment, the obligation of the 
mortgagor to pay premium charges for insurance shall cease. 

“(2) In the event of the failure of the borrower to pay any installment of 
principal or interest under an insured loan, or in the event of any other act or 
failure to act by the borrower which gives the lender the right to mature the 
loan, any such event being hereinafter called defaults, and failure on the part 
of the borrower to remove and remedy the default within thirty days, the 
lender shall have the right at or before the expiration of sixty days after any 
default in the payment of principal or interest, and in the case of any other 
default at any time during the continuance of such default, to demand payment 
by the Secretary of Commerce of the unpaid principal amount of said loan 
and of the unpaid interest thereon to the date of payment, provided an assign- 
ment of the loan agreement and all obligations evidencing such loan be tendered 
to the Secretary of Commerce at the time such demand is made. Within a period 
of thirty days from the date of such demand, unless the Secretary of Commerce 
has found that there was no such default or that such default was removed 
and remedied prior to such demand, the Secretary of Commerce shall accept 
the assignment and promptly pay to the lender the full unpaid principal amount 
of the said loan and unpaid interest thereon to the date of payment. Upon 
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acceptance of such assignment, the obligation of the borrower to pay premium 
charges for insurance shall cease. 

“(b) Any amount required to be paid by the Secretary of Commerce pursuant 
to subsection (a) of this section shall be paid in cash to the extent that funds 
are available at the time such payment becomes due, and to the extent that 
such funds are not available, the Secretary of the Treasury shall make such 
payment as provided in subsection (d) of section 1103. 

“(c) (1) In the event the Secretary of Commerce shall accept the assign- 
ment of a mortgage upon the default of the mortgagor pursuant to subsection 
(a) (1) of this section, he may institute foreclosure proceedings and in con- 
nection therewith repossess the mortgaged vessel forthwith and, stbject to the 
provisions of section 1104 (a) (9), take such other action against the mortgagor 
that, in his discretion, may be required to protect the interests of the United 
States. Any suit may be brought in the name of the United States, and the 
motrgagee shall make available to the United States all records and evidence 
necessary to prosecute any such suit. If the Secretary of Commerce shall deter- 
mine that the interests of the United States do not require foreclosure of the 
mortgage, he may make such agreement with the mortgagor as in the opinion 
of the Secretary of Commerce will result in remedying the defaults. The Secre- 
tary of Commerce shall have the right in his discretion to accept a conveyance 
of title to and possession of the vessel from the mortgagor, and in the event of 
a sale under foreclosure proceedings, may purchase the vessel for an amount 
not greater than the unpaid principal amount of such mortgage and unpaid 
interest theron. In the event the Secretary of Commerce shall receive through 
the sale of the vessel an amount of cash in excess of any payment mace to the 
mortgagee under subsection (a) (1) of this section and the expenses of collection 
of such amount, he shall pay such excess to the mortgagor. 

(2) In the event the Secretary of Commerce shall accept the assignment of 
a loan agreement upon the default of a borrower pursuant to subsection (a) (2) 
of this section, he shall take such action against the borrower or any other 
parties liable under the loan agreement or the obligations evidencing such loan 
thereunder that, in his discretion, may be required to protect the interests of 
the United States. Any suit may be brought in the name of the United States 
and the lender or its assignec shall make available to the United States all 
records and evidence necessary to prosecute any such suit. The Secretary of 
Commerce shall have the right in his discretion to accept a conveyance of title 
to and possession of the property from the borrower, and may purchase the 
property for an amount not greater than the unpaid principal amount of such 
loan and unpaid interest thereon. In the event the Secretary of Commerce 
shall receive through the sale of the property an amount of cash in excess of 
any payment made to the lender under subsection (a) (2) of this section and 
the expenses of collection of such amount, he shall pay such excess to the 
borrower or its assignee.” 

(2) By amending subsection (d) by striking out the last sentence thereof. 

(3) By amending subsection (e) to read as follows: 

“(e) Any contract or commitment of insurance entered into by the Secretary 
of Commerce under the provisions of this title shall not be revocable because of 
the failure of the mortgagor or borrower to pay premiums or for any other 
reason and shall be conclusive evidence of the eligibility for insurance of the 
mortgage or loan and of the approval of the principal amount, interest rate, and 
all other terms of the mortgage or loan and of the mortgagee or lender; and the 
validity of any contract or commitment of insurance so executed shall be incon- 
testable in the hands of the mortgagee or lender or its assignee from the date of 
the execution of such contract or commitment, except for fraud or misrepresenta- 
tion on the part of the mortgagee or lender.” 

Sec. 6. Section 1108 of such Act, as amended (U. S. C., title 46, sec. 1278), is 
hereby amended by striking out the word “Commission” and inserting in lieu 
thereof the words “Secretary of Commerce”; and by adding at the end of said 
section the following sentence: “The Secretary of Commerce is authorized to 
delegate any authority vested in him under this title to such fiscal agency of 
the United States as he deems appropriate.” 


Mr. TotiEFson. I may say at the outset that this is a Friday, and 
as a consequence some of our members are not and will not be present. 
We hope that some of the members who are still on the Hill will be able 
to come before our hearing is concluded today. 
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I have prepared a list of witnesses, and the first name appearing on 
it is Walter Maloney of the American Merchant Marine Institute. 

Mr. Maloney, will you come forward, please, and identify yourself 
for the reporter ¢ 


STATEMENT OF WALTER E. MALONEY, PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC. 


Mr. Matoney. Mr. Chairman, my name is Walter E. Maloney. I 
am president of the American Merchant Marine Institute, Inc., 11 
Broadway, New York, N. Y., and 1701 K Street NW., Washington, 
D. C. The institute represents American owners of American-flag 
oceangoing ships totaling more than 9 million deadweight tons, a 
substantial mz jor ity of the American mechant marine of all categories. 

I am appearing here today to put squarely on the record the support 
of the American Merchant Marine Institute for the private ship- 
financing bill introduced by your chairman, Mr. Tollefson. 

I may say, Mr. Chairman, I am addressing my testimony solely to 
H. R. 8637. 

We are convinced that this legislation, in principle and in purpose, 
advances not only the national interests of the United States, but also 
meets the legitimate and crying need of all of the segments of our 
merchant marine for access to certain financial markets—an access 
which it must have if the national problem of adequate ship construc- 
tion and replacement of obsolete American ships is to be met otherwise 
than it has been in the past by Government financing under title V of 
the Merchant Marine Act of 1936. 

My function here is not to discuss in detail either the problem of 
financing ship construction or the specific provisions of H. R. 8637. 
Rather, I am here only to state the policy position of the institute in 
support of the legislation and to introduce representatives of our mem- 
bership, notably Mr. Rudolph Hecht, chairman of the board of direc- 
tors, Mississippi Shipping Co., one of our member companies, and 
chairman of the committee of American steamship lines, who has 
taken a very active role in the development of this legislation. 

It might be helpful, however, if, at the outset, I were briefly to de- 
scribe for the committee, in broad terms, some of the major obstacles 
which exist today to private financing of shipbuilding and which, as 
the law now stands, will continue to preclude ship construction of any 
magnitude by all but a very few of the operators of American-flag 
ships. 

In the first place, the public sale of new issues of shipping company 
stock to the public is, as a practical and historical matter, rarely pos- 
sible except under peculiarly favorable circumstances. 

In the second place, ship mortgages are a form of loan which tradi- 
tionally have been unattractive to banks, insurance companies, or 
similar lending institutions, unless well collateralized by some security 
other than the mortgage of the ship itself. Real-estate mortgages, of 
course, represent one of our oldest and best known forms of debt 
a ancing. But real estate stays in one place and constitutes a rela- 

ly stable secur ity. The mortgagor of real property is not faced 
with the problems of enforcing his rights in foreign jurisdictions. 
This factor, and the well-known ups and downs of the shipping busi- 
ness, have meant that ship mortgages, unless backed by a pledge of 
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charter hire under a long-term charter with a company of unques- 
tioned financial standing, or some similar form of additional collateral 
security, are just too risky a form of loan for institutions charged with 
the prudent and conservative management of their depositors’ or 
policyholders’ funds. 

It was in recognition of this situation that the Congress enacted 
Public Law 288 last year. This enactment to the Merchant Marine 
Act of 1936 was an attempt to make the Government insurance of 
ship mortgages previously provided by title XI of the act more 
workable. Thus, last year’s amendment extended the coverage of 
title XI insurance to mortgages on ships engaged in the foreign trade 
instead of limiting it to domestic and contiguous trades. It also pro- 
vided for prompt payment of the amount of insurance in cash instead 
of by the deferred issuance of illiquid debentures, as previously. 
The e were steps in the right direction. 

Unfortunately, last year’s statute limited the coverage of United 
States Government mortgage insurance to buy 90 percent of the 
unpaid principal amount of the mortgage. The bank, insurance com- 
pany, or other lender was required to carry 10 percent of what is defi- 
nitely not an institutional type of loan, for its own account and risk, 
or, rather, for the account and risk of its public depositors or policy- 
holders, as the case might be. Chere were several other more technical 
deficiencies in last year’s statute which later witnesses will discuss in 
detail. What I wish to emphasize here in my introduction is the fact 
we have found that the noninsurance of 10 percent of the loan, as a 
practical matter, makes the entire loan or mortgage unacceptable to 
financial institutions except in a few very limited situations. 

The bill now before this subcommittee meets this problem realisti- 
cally by providing for complete mortgage insurance of all the unpaid 
principal and interest, the Government’s risk being covered by mort- 
gage insurance premiums which, at least in the hght of experience 
under title XI as it has heretofore stood, should be sufficient except in 
times of major financial crisis in the shipping industry. 

As will be pointed out to you today, one other factor in the existing 
law has not, as a practical matter, met with acceptance by the lending 
institutions. Under the present law, the interest rate which may be 
charged must be “substantially less” than the going rate for similar 
uninsured loans. The ambiguity of this provision has been extremely 
burdensome to shipowners who have contemplated and discussed ship 
mortgages and to the administration itself. The bill before you pre- 
sents one solution to this difficulty by providing for a fixed rate of 
interest determined by the prevailing rate on Government securities. 

I wish to state to you frankly, however, that all members of the 
American Merchant Marine Institute do not agree that the interest 
provision in this bill is a satisfactory answer. Conflicting views on 
this point will be presented to you. We are in agreement, however, in 
asking that your committee in considering this issue, realize that if 
the law is to work, there must be a realistic approach to the determina- 
tion of the interest rate. 

I will not attempt to go into other details of the law at this time. I 
assure you that our witnesses will cover them fully. Once again I 
would like to stress that we believe that this bill will go far to cure 
the deficiencies of the existing law, and in providing a new way of ob- 
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taining both private and public financing will solve one of the press- 
ing problems of our industry. 

Mr. Chairman, I would like to advise you that we had originally 
planned to have three witnesses from our membership be fore your 
committee. Mr. Hecht is here and will carry the burden of explain- 
ing this. He is most thoroughly familiar with it and he, of course, 
represents a company and a group of companies = ating passenger 
and dry cargo ships. We also have a witness, Mr. C. R. W alton, who 
is assistant general counsel of Mystic Steams hip Divi ision, Eastern Gas 
& Fuel Associates, Boston, Mass. 

Mr. Walton, when I started to testify, had not come into the room. 
If he does not come in I would very much appreciate having a copy 
of his statement, which I have here introduced in the record, follow 
ing Mr. Hecht. 

We had also expected to have Mr. Charles Kurz, who is chairman 
of our tanker committee, one of the higgest independent tanker opera- 
tors in the country, and president of Keystone Shipping in Phila- 
delphia, appear today. Mr. Kurz is ill, unfortunately, and I do not 
have his statement as yet to submit to you, but if possible I would like 
to have that submitted after Mr. Hecht’s and Mr. Walton’s testimony, 
if hat is possible, within the next few days. 

Mr. Totterson. That may be done. 

If any of the witnesses do not appear before the committee their 
statements may be inserted in the record of the hearing. 

Mr. Matonry. The three appearances were expected to dovetail and 
to cover the various segments of the industry. 

Mr. Totierson. Are there any questions that the members care to 
ask Mr. Malone? Mr. Allen. 

Mr. Auten. I think Mr. Hecht is going to cover the details. 

Mr. Toutuerson. That is right. I wanted to make certain as to 
whether or not anyone cared to question Mr. Maloney. Does any 
member of the committee care to ask a question of Mr. Maloney ? 

(No response. ) 

Mr. Totterson. If not, I thank you very much. 

Mr. Mavonry. Thank you, Mr. Chairman. 

Mr. Touterson. I call Mr. Hecht. Will you identify yourself, 
please ¢ 


STATEMENT OF RUDOLPH S. HECHT, CHAIRMAN OF THE BOARD 
OF THE MISSISSIPPI SHIPPING CO. 


Mr. Hrecutr. My name is Rudolph S. Hecht. I am chairman of the 
board of the Mississippi Shipping Co., but I am appearing here pri- 
marily in my capacity as chairman of the committee of American 
Steamship Lines, an organization of the shipping lines which have 
contracted to maintain liner operations in accordance with the pro- 
visions of the Merchant Marine Act of 1936. 

[ am also privileged to represent the views of the American Mer- 
chant Marine Institute which joins with us, as Mr. Maloney indi- 
cated, in endorsing S. 3219, the bill presently under consideration and 
which we jointly and wholehes artedly support. 

May [ at this point ask for the privilege of letting two of my col- 
leagues, who may have to answer some of the questions you may have 
to ask me, and who have been very largely instrumental in helping 


FACILITATE PRIVATE FINANCING OF SHIP CONSTRUCTION 9 


me on this matter, sit at the table with me? And my counsel, Mr. 
Henderson, of the firm of Cravath, Swaine, & Moore, and Mr. Gerald 
Donovan, vice president of the Moore-McCormack Line, and Mr, 
Frank Nemec, vice president of the Lykes Bros., who is chairman of 
the finance committee of this group. 

Mr. Totiterson. That may be done. 

Mr. Hecntr. May I add one further statement before reading the 
balance of my statement here? ‘That is that we, the steamship inter 
ests, would like just to make it clear that this legislation, while it 
has been initiated by us, was initiated by us only because the powers 
that be, meaning our administration, desired to make a change in the 
method of financing of shipbuilding. We, the particular group that 
I represent, are quite happy with what we have got, but if there is to 
be a change we think that the proposed bill will serve the purpose. 

For many years, the Government has financed 75 percent of the 
shipowner’s share of construction nee in the form of mortgage loans 
re —_ able over a 20-year term at 314 percent interest. During the 18 

ws in which these mortgage loans have been authorized under the 
1936 Merchant Marine Act and the 1946 Ship Sales Act, all such 
loans have been or are being repaid without major default by Ameri- 
can steamship operators. Nevertheless, various officials of the De- 
partment of Commerce have from time to time within the past year 
served notice on the industry that the Government desired to substi- 
tute private financing for the Government financing authorized under 
existing law. 

It is worthy of note that the industry has consistently accepted the 
logic of the Government’s position in this regard, provided a prac- 
ticable solution could be developed which would make sifficient 
private financing available on reasonable terms. 

We sincerely believe that this sort of financing should not be made 
a part of the Government’s annual budget because such mortgage loans 
are not in truth expenditures, but rather self-liquidating, interest- 
bearing loans. Their inclusion in the budget as expenditures has given 
a false and exaggerated impression of the cost of merchant ship 
construction to our Government. 

In pursuance of its policy on private financing the administration 
sponsored legislation during the first session of this Congress which 
was enacted as Public Law 288, amending title XI of the Merchant 
Marine Act of 1936, as amended. 

During the hearings on this legislation, the industry supported its 
objectives but expressed the opinion that its provisions were inade- 
quate to provide private financing on the scale necessary to meet our 
mounting replacement problems. 

You will recall that among other items Public Law 288 provided 
Government insurance of 90 percent of the 75 percent of the ship- 
owner's cost, 

Since this measure was enacted, we have continuously and exten- 
sively surveyed the possibility of financing under its provisions and 
we had concluded as a result of our many consultations with banks, 
insurance companies, and investment houses that neither the subsi- 
dized lines, nor shipowners generally, would find it possible to obtain 
20-year mortgages in the private money markets at reasonable interest 
levels. In fact, we have concluded that some shipowners would prob- 
ably not be able to finance at all under this program. 
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We have advocated, therefore, that if the Government wishes to 
reduce or to relieve itself of the necessity for providing ship mortgage 
loans provision must be made to make alternate private financing 
yracticable. Government, we believe, has a stake in and a responsi- 
bility to insure such an alternative because the aging of our merchant 
flleet is a national problem and the replacement of it in an orderly 
and progressive pattern is a matter of established national policy. 

Our investigations have confirmed that the amendments to the ship 
mortgage insurance provisions, enacted in Public Law 288, are inade- 
quite to accomplish the objectives sought by our Government. 

Private investment money is not tempted to purchase long-term 
obligations of steamship companies. This is in part a reflection of the 
uncertain future of our merchant marine and also because the inves- 
tors realize that future actions of Government play an important and 
unpredictable part in the prospect of American-flag lines. 

While it may be true that a few shipping lines who are in relatively 
strong financial positions at the moment may be able to finance a 
portion of their construction requirements under present legislation, 
most. companies would not be able to do so. Even the larger and 
stronger companies would find it difficult if not impossible to finance 
under present law when the bulk of their existing fleets become obso- 
lescent and new construction on a greatly magnified scale becomes 
necessary. 

In short, a few might be able to finance privately, but to a limited 
degree, but for most companies private financing is presently unat- 
tainable. 

The mounting problem of replacement and the amount of financing 
necessary in the years immediately ahead is so large that we believe 
it essential to adopt the present bill, so that the financing of future 
construction can be effected without Government credit and without 
the necessity of incorporating such requirements in the Government’s 
annual budget. 

In addition to the proven inadequacy of the 90-percent insurance 
provision, another serious defect in present law is that the method 
of recovery is too cumbersome, too uncertain. 

These defects, together with its omission of the limited-liability 
— ision for passenger vesse Is which was incorporated in the 1936 
act, as amended, when the long-range bill was adopted, tend to mini- 
mize aa effectiveness of e xisting mortgage provisions. 

The bill now under consideration simplifies the recovery provisions 
so that an investor would know exactly what steps are necessary to 
recover under this insurance plan if the need for it should ever arise. 
There is also a provision which contemplates that the rate of interest 
should automatically be limited within a specific percentage of the 
prevailing interest rate on Government bonds. In connection with 
the rate of interest proposed in the bill, our attitude can best be 
expressed in the manner that the chairman of the Senate committee 
expressed it at the time he introduced the bill: 

We want the interest rate to be high enough to attract the desired financing 
funds, but we do not want it to impose an undue burden on shipowners, and we 
definitely will not permit it to be a windfall for investors. 

In order to induce and assist passenger vessel owners to finance their 
borrowed capital requirements from non-Government sources, the 
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iimitation of liability on such vessels in the 1936 act, as amended, 
has been included. 

It is my judgment that if the present bill is enacted into law, it 
will be possible to finance most future ship construction without direct 
(government mortgaging, and I further believe that there is very little 
likelihood of the Government ever having to perform under the insur- 
ance guaranty provisions of this bill. 

As a matter of fact, it is my contention that the Government will 
be far better off under this plan than it has been heretofore, because 
the Government has carried 100 percent of these obligations anyway 
and has never lost a dollar on them. It will now collect an insurance 
premium of one-half a percent per annum from the shipowners, 
thereby giving the Government a considerable cushion against any 
possible default in the future. 

In view of the fine experience the Government has had in handling 
vessel mortgages, we suggest that this committee, in its report to the 
Congress, advise that the administrative agencies involved fix the 
insurance rate at one-half percent per annum, until such time as 
experience may warrant a change, or under other unusual conditions. 

It should be borne in mind that the Government’s interest is rea- 
sonably protected in the event of default by the shipowner. First, 
under the insurance provisions, the 100-percent guaranty applies to 
not more than 75 percent of the cost of the vessel to the shipowner ; 
in some instances it may well be less. In the event of default the 
Government not only has the right to take possession of the vessel 
under the law, but it also retains the claim against the entire net 
worth of the shipowner—except in respect of certain passenger vessels 
meeting specific construction requirements and, therefore, ‘subj: ct to 
the limited li ability eevee In the event of repossession, the na- 
tional-defense postion of the Nation will have been improved through 
the addition of a modern vessel at a cost to the Government of at least 
25 percent less than the vessel’s depreciated value to the shipowner. 

It is my considered judgment, therefore, that the passage of this 
bill will be in the interest of the merchant marine and the Nation. 
Government will be relieved of the necessity of doing this financing 
directly as heretofore. The shipping companies will have an oppor- 
tunity to get the necessary funds in a competitive market and at a 
reasoné able 1 ‘ate. Finally, it will be to the interest of the shipbuilding 
industry since it will make it possible to replace our aging fleet in an 
orderly fashion over the years. 

In summary, the bill now under consideration by this committee 
proposes the following major changes: 

Increases the maximum guaranty provisions to 100 percent of 
75 percent of the construction costs of vessels (compared with 90 per- 
cent in the present law) ; 

2. Reduces the maximum allowable rate of interest from 5 percent 
(with permissive authority to 6 percent) to a statutory maximum of 
the going rate for 20-year Government bonds, plus | percent. 

May L pause to say at this particular point there is a very honest 
difference of opinion among some of our own people, and in other 
testimony that you will hear there will be further discussion of this 
particular feature. 

3. Incorporates the so-called limited liability provisions in respect 
of passenger vessels ; 
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t. Makes a very substantial number of technical changes, all de- 
signed to perfect the statutory language so as to make it amenable 
to prospective lenders ; 

5. By reason of the foregoing, broadens access to potential sup- 
pliers of non-Government capital. 

There is attached to my statement a complete technical explana- 
tion of the bill, outlining in some detail the nature of the technical 
changes, Which I am sure you will not want me to discuss at this time. 

This, in brief, is my view of the bill and I am, of course, prepared 
to answer any and all questions you gentlemen may care to ask me, 
with the help of my good colleagues around the table here. 

In closing, I should like to recommend that this committee favor- 
ably report this bill as legislation urgently required to maintain the 
American merchant marine by providing for the financing of our 
future ship replacement program, and I would point out that the pro- 
visions of the bill are not directed to any particular seoment, but would 
benefit all elements of our merchant shipping. 

(The attachments to the prepared statement of Mr. Hecht are as 
follows:) 


TECHNICAL COMMENTS ON SENATE BILL S. 3219 AND HL. R. 8637 


In 1953, title XI of the 1936 act was amended with the objective of enabling 
shipowners to finance construction and reconditioning of vessels through private 
financing. The 1953 amendments, among other things, (1) authorized the Sec- 
retary of Commerce to insure up to 90 percent of the principal of mortgage loans 
and short-term loans made to finance such ship construction, and (2) provided 
that the mortgagee or lender could assign the mortgage or loan in case of de 
fault to the Secretary of Commerce and receive prompt payment of 90 percent 
of the unpaid balance of the principal in cash. Title XI, as amended, has not 
attracted private capital and is defective in a number of material respects. 

This bill is intended to further amend title XI so that it will be possible for 
the shipowners to obtain financing from other than Government sources. 


] imendments to section 1101 

Nubsection (a) The definition of “mortgage” has been extended to in- 
clude a mortgage which is eligible to become a preferred mortgage when it is 
recorded and endorsed as provided in the Ship Mortgage Act. There will usually 
be an interim period, although it may be quite short, between the time the loan 
is made and the mortgage executed and the time at which it is so recorded and 
endorsed and becomes a “preferred mortgage.” This change will permit the 
mortgage to be covered by insurance during this interim period. 

Subsection (b).—A definition of “loan” to include any financing which is not 
secured by a mortgage has been included. 

Subsection (c).—The word “tankers” has been inserted in the definition of 
“vessels” so that tankers will be covered by the provisions of title XI. It is not 
clear whether tankers are covered by the present definition. 

Subsection (d).—In the case of most private financing there will be a trust 
indenture, under which securities will be issued, and a trustee which will be 
the mortgagee but will not be the lender. The definition of “mortgagee” has 
been changed so that it includes such a trustee but excludes the holders of the 
securities 

Subsection (€).—A change has been made in the definition of “maturity date” 
to make it applicable to loans as well as mortgages. 


2, Amendments to section 1102 


The last three sentences of this section, which relate to debentures, have been 
stricken The 1953 amendment of section 1105 terminated the authority to 
issue debentures in payment of insured mortgages and loans and, since no 
debentures had been previously issued under this title, the stricken matter is 
surplus. 
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3. Amendments to section 1103 

Subsection (a).—Insurance coverage of mortgages has been increased from 
90 percent of principal to 100 percent of principal and interest. This change 
is essential to obtain private financing in any substantial amount and to afford 
access to the greatest possible number of capital markets. The insurance of 
interest as well as principal does not greatly increase the maximum liability 
of the United States Government. Applications for insurance under the present 
law are made by the mortgagee. This is changed to provide that the application 
shall be made by the mortgagor, since the mortgagee will not be willing to apply 
for the mortgage. 

Subsection (b).—This provides for insuring loans which are eligible for insur 
ance under the provisions of subsection (b) of section 1104 and authorizes the 
Secretary of Commerce to make commitments to insure any eligible loan in 
advance. Such loans, when fully insured, should be attractive investments for 
the commercial banks. The limitation of the rate of interest on loans added 
by the 1953 amendment has been deleted and a revised limit on the rate of 
interest now appears in subsection (b) of section 1104 

Subsection (c).—This subsection is new and provides that the insurance con- 
tracts shall be for the benefit of the mortgagee, or for the benefit of the holders 
of bonds or notes issued under the trust indenture This subsection is a com 
plement to subsection (e) of section 1105 which covers payment of insurance 
after default by a mortgagor or borrower. 

Subsection (d).—This is a new subsection which makes the obligation of the 
United States to pay any amounts which may become due under any insurance 
contract because of the default of a mortgagor or borrower an unqualified 
obligation. 

Subsection (e).—The total amount of principal (exclusive of interest) of 
mortgages and loans which the Secretary of Commerce may insure is increased 
to $1 billion. In view of the amount of construction which is estimated to be 
necessary in the next few years, this amount seems reasonable. 


,. Amendments to section 1104 


Subsection (a@).—This section establishes the conditions on which a mortgage 
is eligible for insurance. For purposes of clarification a number of technical 
amendments have been made. <A provision has been inserted in paragraph (1) 
which permits the Secretary of Commerce to insure 871% percent of the cost of 
special purpose vessels. The limitation on the insurance of all other vessels at 
75 percent of the cost to the mortgagor of construction, reconstruction, or 
reconditioning is retained. 

Paragraph (5) provides that the average interest rate to the mortgagor shall 
not exceed the estimated prevailing effective yield of Government securities 
which are subject to all Federal income taxes of 20-year maturity plus 1 percent. 

Paragraph (9) is new and authorizes the inclusion in a mortgage on passenger 
vessels qualifying under title V of a provision limiting the recourse of the United 
States, as assignee of the mortgage upon default by the mortgagor, to the vessel. 
This provision is justified because of the high cost of such vessels and the 
speculative nature of passenger operations. 

Paragraph (10) is new and provides that the mortgagor and mortgagee may 
include in the mortgage such other provisions as they deem advisable, pro- 
vided they are not inconsistent with the required provisions and are not dis- 
approved by the Secretary of Commerce. 

Subsection (b)—This is new and establishes the eligibility requirements for 
insurance of loans. The 1953 amendment authorized insurance coverage for 
short-term loans made to finance ship construction during the period of con- 
struction, under terms and conditions prescribed by the Secretary of Commerce. 
This paragraph establishes as eligibility requirements for such loans, that they 
be for financing construction and recenditioning and be repayable prior to or 
simultaneously with the execution of a mortgage on the completed vessel. It 
fixes a new maximum interest’rate for such loans. 

Subsection (c).—This section has been expanded to provide that the See- 
retary of Commerce shall make his findings as to the soundness of any project 
before making a commitment to insure. Irrevocable commitments will be neces- 
sary if private capital is to finance the construction of vesels. See subsec 
tion (e) of section 1105. 

Subsection (d).—This has been changed so that the time for the payment of 
such charges is clearly fixed, and that premium charges shall be paid by the 
borrower rather than the lender. As a practical matter it is a cumbersome 
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procedure to have the mortgage or lender assume the responsibility for 
making premium payments. 

Subsection (e).—The charge for investigation of applications for insurance 
is made payable by the borrower. 

Subsection (g).—This provides for exemption from the Securties Act of 1933, 
as amended, and the Trust Indenture Act of 1939 of bonds, notes or other obliga- 
tions issued under a trust indenture secured by a mortgage. Such an exemption 
seems reasonable since payment of the principal and interest of the obligation 
is insured by the United States. Similar exemptions have been granted to 
housing bonds insured or guaranteed under the National Housing Act. If this 
exemption is not enacted, it will seriously handicap efforts on the part of the 
shipowners to obtain private financing and may limit them to dealing with 
banks and institutional investors, 

30. Amendments to section 1105 

Subsection (a).—This has been changed to provide that, in case of a default, 
the mortgagee or lender may demand payment from the Secretary of Com- 
merce and, upon assignment of the mortgage or loan to the Secretary of Com- 
merce, he will pay the full amount of unpaid principal and interest to the 
lender in cash. It provides that such demand may be made in case of any 
default and, in the case of defaults other than defaults in the payment of prin- 
cipal and interest, demand may be made at any time during the continuance 
of the default, since the trustee will have no way of getting prompt information 
about such default. This section provides the mechanies for carrying out the 
earlier provisions of the title for 100-percent insurance of principal and interest. 

Subsections (b) and (c).—There are a number of minor changes in these sub- 
sections which are necessary to conform to the changes of substance made in 
the preceding sections. These subsections deal chiefly with the action to be taken 
by the Secretary of Commerce in enforcing the mortgages and loans which may 
be assigned to him. 

Subsection (e).—This provides that insurance contracts and commitments 
to insure shall be irrevocable and that, once insured, there can be no attack 
made on the validity of the mortgage or loan unless there has been fraud or 
misrepresentation on the part of the mortgagee or lender. In other words, no 
action or failure to act by the mortgagor can be the basis for canceling or modi- 
fying the insurance contract. This provision is absolutely essential if there is 
to be private financing. 

6. Amendments to section 1108 

A specific provision authorizing the Secretary of Commerce to delegate the 
handling of the financial transactions under this title to some other agency has 
been added. 

Mr. TouteFson. Thank you, Mr. Hecht. You made one statement 
at the outset and I wondered if I understood what you had in mind. 
You said you were happy with what you have. Were you making 
reference to Public Law 288 ? 

Mr. Hecut. No, quite the contrary. Weare not happy with Public 
Law 288, but we are, speaking now particularly of the group that I 
represent—we now have no prob lem at all in financing our ship con- 
struction. We put up 25 percent of the cost of the ship and the Gov- 
ernment or the Maritime Board has been in the habit of advancing the 
other 75 percent at 314 percent interest, and collect one- twentieth of 
the amount each year. It is self-liquidating and all very simple and a 
very satisfactory.ownership. This will of course make the rate less 
definite, and therefore I say we have no particular reason for legisla- 
tion, except that the Government does not wish to go on with this 
financing as it has done in the past. 

Mr. TotreFrson. That is the point I wanted to clear up. The only 
reason you are coming forward with this proposal is that the Govern- 
ment itself wants private financing. 

Mr. Hecur. That is correct, and we want to help. We have gone 
all out to try to produce a bill which will give access to the money 
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markets; not to 1 or 2 or a half-dozen strong companies, but to all 
of the shipbuilding interests, some of whom do not have as much 
capital as others, but who must have the same access to the money 
markets if the Government steps out of its present role. 

Mr. Totierson. The committee had hoped that under Public Law 
288 last year there would have been some private financing. But as 
I understand your statement, there has been none pursuant to that 
law ¢ 

Mr. Hecur. So far as I know there has been absolutely none, and I 
want to state to you very definitely that we have disc ussed this with 
many different people, and they have all said, “Well, we have not 
been able to finance under it because nobody wants to take a 20-year 
risk on the merchant marine’s future.” It is just simply that the in- 
vestor will not do it and the banks will not do it. 

Mr. To.tieFson. The answer then, or the reason for it can be pul in 
rather simple terms, namely, that the investment houses, the bankers, 
are more tempted to put their mone y in some other type of inve stment 
rather than in ship mortgages ? 

Mr. Hecur. Yes. E specially, you see, on the longtime end of 
[f we were talking about 1-, or 2-, or 3-year loans you would find a mt 
deal of competition at least for most of the companies. But on long- 
time financing where a ship is involved with a 20-year life you will not 
find that the investor is willing to take that risk because he feels that 
the Government by new legislation can make it utterly impossible 
for the merchant marine to live and to live and to meet its obligation. 
It is a Government responsibility. 

Mr. Totuerson. This legislation then in effect seeks to make ship 
mortgages more attractive to finance institutions. 

Mr. Hecnrt. It does exactly that, Mr. Chairman. And we believe 
that if the administration of this law will be conducted as carefully 
as it has been in the past, and only those who are entitled to this 
financing will be permitted to finance under it, that the Government’s 
liability is not likely ever to be called on unless there is a change in 
legislation which makes shipping even more difficult than it is under 
present conditions. 

Mr. Totierson. Mr. Allen, do you have any questions? 

Mr. ALLEN. Mr. Hecht, at first appearance the bill does seem rather 
long and complicated, and looking over the technical comments it 
seemed to me that the discussion gives the changes that are to be 
made and specifies what they will accomplish. 

I am wondering if you or someone with you could discuss these 
changes and tell us the reasons why the changes are necessary, and the 
facts or obstacles under present law which are being met by these 
changes. 

Mr. Hecur. If you desire to have the technical answers to that we 

‘an have Mr. Henderson try to give you that. But I would just like 
to summarize it by saying that the only really fundamental change is 
the 90 percent up to 100 percent. That we have already disc ussed. 

The other changes are merely an effort to clear the uncertain lan- 
guage that the Public Law 288 has in it. 

For instance, there is an uncertainty as to who has the right to 
determine what. The Secretary of Commerce may determine that 
the interest rate is not substantially lower than some other interest. 
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It leaves so many uncertainties that the investor would feel, “Well, I 
don’t know who has got the final authority in this thing.” It is 
matters of that kind that the changes are trying to accomplish, so 
that there is no real change in anything except the 90-percent feature. 

I would like Mr. Henderson to add anything he wants to that. 

Mr. Henperson. Mr. Hecht, there is attached to your statement 
probably as good an explanation as you can have. Do you have a 
copy, Mr. Allen ? 

Mr. AuLEeN. Yes; I do have one. 

Mr. Henperson. There is attached to that a series of comments 
explaining most of the changes probably better than I can do it orally. 
But I will be glad to go over it orally, if you wish. 

Mr. ALLEN. I was loohing at them ix this light. There may come « 
time when someone will ask us to explain them and we will have « 
failure to make the change because we are not able to explain it. It 
comes at us so thickly here that very frankly I do not see very often 
the need for some of the changes. There is no doubt there is a need 
there. 

Mr. Henperson. Of course, you can always—the extent of the 
changes depends a good deal on what you happen to think is impor- 
tant, and what will save trouble. I have tried in the work I have done, 
in changing the bill, to make as few as possible, even though they 
were rather extensive, because we are trying to provide fora varying 
type of private financing. You need to provide for the banks in the 
case of short-term loans and perhaps early maturities. You need to 
provide for issues of securities under a trust indenture with a corpo- 
rate trustee if you want to have secuirties distributed to the public. 

All of those things require a number of changes, so that within the 
limits of the statute you could draft the necessary indentures and 
draft the necessary insurance contract. 

Mr. Autumn. I think I understand generally what you are driving 
at, but why do you have to have those changes with reference to 
trustees, for example ? WwW hy is not the present law sufficient ? 

Mr. Henperson. Because the present law did not contemplate a 
trustee. 

Mr. Auten. Why is it necessary to change it ? 

Mr. Hrenperson. Whiy is it necessary to change? Because you will 
not be able to issue securities to the general public through invest- 
ment bankers, which is one of the things we hope to be able to do, 
without having the securities issued under a trust indenture with a 
corporate trustee in the usual form, 

Mr. Auten. I take it under this law there will be a situation very 
similar to the issuance of bonds by utilities and a variety of public 
issues of that sort secured by— 

Mr. Henverson. That is what we hoped to be able to have. 

Mr. Hecnr. We are trying, Mr. Allen, to make that possible. We 
are trying, in other words, to open the money markets not only in one 
direction, let us say insurance companies or commercial banks, but we 
are trying to make it possible for investment bankers to come in and 
compete for some of this financing and market it in a way in which 
of course it has never been done before. That is one of the reasons 
why the trusteeship becomes so important. But we do believe, or at 
least some of us do, that it is possible to make a market for these secu- 
rities among the smaller investors maybe in $1,000 lots; which of 


> & 
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course is a new idea, but which would be a good thing for the merchant 
marine, in my opinion, because the more people that would have an 
interest in it, the better would be understood the problems of the 
industry. 

I think it would be an excellent thing all around. 

Mr. Atten. I quite agree. On the second page the word “tankers” 
has been inserted in the definition of vessels, so that tankers will be 
covered. Is there any opinion that tankers are not already covered? 

Mr. Henperson. There was some among people who are more expert 
than I, because I am not an admiralty lawyer. We consulted several 
people about that and they thought it was desirable te put it in. 

Mr. Atiten. Do you think there is any change in policy involved in 
including tankers ¢ 

Mr. Hrenperson. I would not have supposed so. No. I think 
may be included in the language, but some people question it. 

Mr. Hecur. It was certainly intended that that should be included. 

Mr. Aten. [ regret somewhat that I have not had the time to study 
the statement and get at some of the things which I think need some 
clearing up. 

Mr. Hecur. That is why we attached the explanation, Mr. Allen. 
Of course, we are ready at any future time to supply any additional 
information, but I really believe that the explanations that are at- 
tached will give you the reasons for the details, except the one about 
the trusteeship is not as evident as we have brought it out here in the 
discussion. 

Mr. Auten. I notice on page 4 a reference to the provision for an 
average interest rate to the mortgagor. Is it contemplated that the 
mortgage rate on a special mortgage will vary from year to year? 

M1. Hecnt. No. It is contemplated as the bill is presently drawn 
that if my company wants to build ships and it needs $10 million to 
pay for them, it would go out and negotiate with big insurance com- 
panies and commercial banks and investment houses to see at what 
minimum rate they would be willing to transfer $10 million. The 
limit that has been written in here is that they would have to be 
within 1 percent of the 20-year Government rate. In other words, a 
20-year Government bond sells approximately today at about a 24% 
basis. Therefore we would have to do this financing at a maximum of 
a 314 percent basis. 

I have already indicated, and you will hear testimony to that effect, 
that there is some difference of opinion as to whether that is enough 
leeway, and whether it would not be better to leave the present maxi- 
mum rate that you have in Public Law 288, which is 5 percent, and 
under given circumstances 6 percent, leaving it open, and then let 
competition determine that. That is a matter of legislative policy 
which you getlemen will have to determine after hearing all of the 
arguments. 

My own personal judgment, and this is strictly personal, is that 
the 1 percent limitation should be sufficient; that you could finance 
under that. If you could, then of course the shipbuilders would not 
be very badly off because it would only cost them a little more than 
they are paying now if they had to pay a 4 percent insurance, and 
let. us say 314 percent in the money market. They would have to pay 
4 percent then instead of the present 314. But it would still be a 
workable proposition. 
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On the other hand, if money became very easy and Government 
bonds sold on a 2 percent basis, then it would mean the maximum rate 
would be 3 percent. 

Mr. Auten. But what I did not quite understand was this: At the 
time a bond issue was sold, the bond would provide for a fixed rate 
of interest for the whole 20 years. 

Mr. Hecur. Yes, indeed. Let me put it this way. The bond issue 
is really your second step. The shipowner or builder goes out and 
borrows $10 — in one lump, and it may well be th: at the Metro- 
politan Life, John Hancock, or the New York Life, would be 
gli id to ke dies whens loan, and that is all there is to it. 

ut on the other hand, if they fix a rate which is higher than some 
investment house would be willing to take it on for, and that invest- 
ment house would then say, “All right. I will give you the $10 million 
and you make it payable to a trustee and I will split it up into small 
units and sell some of it to pension funds, and some of it to savings 
banks, and some of it to the individual investors in thousand dollar 
pieces, and then it may become a bond issue.” It is entirely flexible. 

But the rate, as you put it a moment ago, would be fixed by the 
time the whole money is borrowed for 20 years. ' 

sut if I do that today and the money market makes Government 
bonds sell at 21% percent, and a year from now or 6 months from now 
Lykes Bros. do some financing and the Government inarket is 2 per- 
cent, they would borrow money for 20 years at a lower rate than I did. 
It would go in the money market and the only limitation presently 
written into this draft of the bill is it would have to be within 1 per- 
cent of the 20-year Government rate. 

Mr. Auten. We hear quite frequently that we should not open up 
the Ship Sales Act and change the floor price on the sale of ships. It 
occurs to me if you have Government financing at a variety of rates, 
or Government insurance at a variety of rates, that you would have « 
situation where one line would be borrowing its money, let us say, at 
4 percent, and another one building 3 or 4 years later at. 2 percent, and 
you would have a noncompetitive base for rates that might be similar 
to selling ships at different prices. That situation might arise. 

Mr. Hecur. That is perfectly true, and that is why we say for the 
shipping world, while 31% percent is not a particularly low rate, we 
are perfectly happy with the present arrangement. But if you are 
going to change it you do not know what the money market is going 
to do and you have to give it flexibility. Whether —" flexibility is 
obtained by making the difference of 1 percent or 114 » percent, or 
whether you leave a high leeway in it and say, “Go ate oe the lowest 
rate you can,” it comes right peeks to what you said. The different 
shipping lines, and the same shipping line, for that matter, may bor- 
row at different rates at different times. That is just unavoidable if 
you are going into the oom money market. 

Mr. Atuen. That is a business hazard that must be assumed. 

Mr. Hecur. That is exactly it. 

Mr. ALLEN N. And on the same page in paragr ap! , 4. nnder subsection 
(b) it starts out: 


This is new and establishes the eligibility requirements for insurance of 
loans. 
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Do I take it from that that we are providing for a construction loan 
that will be an interim loan and be insured to be refinanced at a later 
date ¢ 

Mr. Hecur. That could be done in different ways, Mr. Allen. At 
the moment there are these two alternatives. If I have to sign a con- 
tract with a shipbuilding corporation to build 2 ships I have got to 
insure myself that I will have $10 million to pay for those 2 ships. 
I may go to a bank and get a short-time loan during construction, and 
then get a 20-year loan after the ship is actually built, because you 
cannot mortgage a ship until the ship is actually in existence and 
completed. 

But the bill as drawn, so 1 am assured by our very able counsel, 
would permit it or make it possible for an investment banker to come 
to me, the shipowner, and say, “I will just finance you all the way 
through at one time—during construction and afterwards.” But the 
loan, of course, would have to carry the insurance from the beginning. 

Mr. Auten. In that event you would have a situation exactly = 
lel with the construction of a small home, which is insured by the 
Federal Housing Administration from the outset, and where pay- 
ments are made as the construction is completed, and then the whole 
loan is insured after construction. 

Mr. Hecur. That is exactly right. The only difference is, Mr. Allen, 
in the case of that loan you have a piece of ground that you have a 
mortgage on when you start. A ship, as I understand it, you cannot 
es any kind of mortgage on until it is a complete ship. There would 
e in that respect a difference. 

But in principle what you have outlined here is exactly what would 
happen in the shipbuil¢ ling field. 

Mr. Auten. What is the purpose of subsection (c) that begins 
on page 4¢ 

Mr. Henpverson. That is substantially the section that is in the 
present law, except that it has been expanded slightly to cover the 
fact that you may have commitments to insurance. 

Mr. Auuen. I noticed the words here, “irrevocable commitments.” 
Is that to cover the situation that involved the United States and the 
Constitution and Independence? 

Mr. Henperson. That does. It really relates to the fact that you 
cannot have these insured contracts in which you obtain money from 
third parties, namely, lenders or investors, unless that insurance con- 
tract is an irrevocable contract. That relates back to another section 
which so states. 

Mr. Auten. Would this have to do with the situation where the 
General Accounting Office might review subsequently the situation 
and determine it was not legal in the first place / 

Mr. HEeNperson. Yes, sir. 

Mr. Hecur. That is exactly what we have got to protect the investors 
for, because the difficulty we have, speaking quite frankly, is that the 
publicity that has attached to the litigation over these very questions 
you mentioned has given the feeling of uneasiness to the investing 
public about maritime securities generally. They want to know, if 
you say this is insured, that it really is insured and that somebody 
cannot come in later and say, “Well, that insurance was beyond the 
power of the Secretary of Commerce to grant.” 
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This law does attempt to make it final so that you cannot, after 
getting the money, litigate over the insurance on whether it is really 
insured or not. 

Mr. Atuen. Would it still leave an opportunity for the General 
Accounting Office to come in ahead of the commitment to determine 
the facts as to the legality at a time when the final legality can be 
determined ¢ 

Mr. Hecur. If I am correct, and I am going to ask Mr. Henderson 
to answer it, but if I am correct we are certainly trying to make it so 
that when the money is advanced and the insurance is assured, that 
no more litigation over that question is possible. 

Now, Mr. Henderson can elaborate on it. 

Mr. Ilenperson. The latest action provides that the validity of that 
insurance contract cannot be questioned except by reason of fraud 
or misrepresentation by the lenders or the mortgagee. That is not 
the shipowner, you realize. It is the man who puts up the money. 

I think from the point of view of the investing public that is abso- 
lutely essential, Mr. Allen. 

Mr. Aten. [ agree with you, but on the other hand, if we are going 
to have three branches of Government independent and have one carry 
out the laws made by the other, somewhere along the line you have to 
make sure that they are doing what they are told down in the executive 
branch. Where is that going to be determined ? 

Mr. Henperson. ‘This is not unsimilar language from language in 
other statutes. It has been tailored to fit the particular kind of con- 
tract you have got here. But you have it in other cases. You will find 
it in some of the hous sing legislation. I could not put my finger on it 
at this moment, but I have looked it up. 

Mr. Nemec. Mr. Allen, if you have any fears about that I think 
you can put them to rest. Certainly the General Accounting Office 
can come in in advance of the fact. It has the opportunity to review 
any of them at any time, but it is necessary that once the commit- 
ment is made, a proper commitment, that it be final. But at any 
preliminary stage certainly the General Accounting Office can review 
any or all of them. 

Mr. Auuen. Is there anything in the bill that is going to make cer- 
tain that the mechanics are carried out where the full review will be 
made before the final commitment and at a time when all of the steps 
have been taken that will show the legality of the transaction? 

Mr. Nemec. That is the responsibility under the bill of the 
Secretary of Commerce. 

Mr. Auten. But this bill would provide that when the Secretary 
of Commerce makes his commitment, that is final ? 

Mr. Nemec. That is correct. 

Mr. Hecur. Definitely. 

Mr. Auien. And if he is wrong, that is still final ? 

Mr. Nemec. Yes. 

Mr. Aten. I think you will have trouble with that. I am not 
too sure. 

Now, on section 5 on page 5, the provision concerning the demand 
upon the Secretary of Commerce for full payment in the event of 
default. I take it that is what it provides for? 

Mr. Henprerson. Yes, sir. 
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Mr. ALLEN. Is there any change here in any way that would indi- 
cate that the money will be av: ailable with which he could pay ¢ 

Mr. Henpverson. Yes. As this is made it in effect pledges the faith 
of the United States to pay this obligation. 

Mr. Aten. From that point on would it be subject to 
appropriation ¢ 

Mr. Henperson. I suppose ultimately it is, but insofar as it can be 
made free of appropriation I have tr ied to follow the language which 
attempts to do that in other bills. 

Mr. Auten. In what way! 

Mr. Henperson. The language appears in the bill and perhaps I 
can find the provision for you. 

Mr. Hecur. While Mr. Henderson looks for that exdct text, Mr. 
Allen, there is just one thing I want to say to the remark you made 
that you may have trouble w “ith that particular feature of finality. 1 
just want to say my opinions here expressed are very definite that 
this is feasible; that the investor can be induced to put his money into 
this kind of financing, which he has never done heretofore. But if 
you leave any uncertainly as to the finality of this thing, once the 
money is put out, the n this bill will not work. The investors will not 
put up their money because that is the uncertainly that no investor 
will take, especially in the shipping industry, which is a feast and 
famine industry, as you well know. 

He will not take that chance unless he knows that there is some 
finality to the agreements on which he bases his investment. 

Mr. Auten. The basis of my remark came out of the fact that when 
we were considering the war risk insurance bill, I believe that was the 
legislation, a very similar provision was involved, and that objection 
was made immediately. So I anticipate it. 

Mr. Hecur. I appreciate only too well that you have those objec 
tions, but I want to qualify my own opinion, which is very definite, 
that it is feasible. But I would say it is not feasible unless that 
uncertainty can be removed. 

Mr. Auten. I agree with you thoroughly, but my question was to 
get at whether or not there had been any provision to attempt to 
deal with both finality and an audit that would give the legislative 
a check on the actions of the executive branch. 

Mr. Hecur. We do not object to all of the check that one Govern- 
ment Department wants to make on the other if it is done before the 
money is actually put cut on behalf of the investor. 

Mr. Auten. Would it be your opinion that unless we get some 
finality provision in here, that the bill would not have served its 
purpose ¢ 

Mr. Hecnur. That is my very definite and unqualified opinion, Mr. 
Allen. 

Mr. Nemec. On the question of the war risk insurance bill, you have 
an entirely different situation there, because you have questions of 
valuation involved, involving the price of a ship. Here you have 
no such problems whatsoever. The investor advances cash, which is 
readily Seiconinabies and there is no such judgment. 

Mr. Auten. I think you are right on the details, but the overall 
principle is that Congress sets the legislative policies by passing the 
laws, and if the executive department then does it some other way 
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and acts without law, a provision that there is a finality to the matter 
is against our way of conducting things. 

Mr. Hecur. I think Mr. Donovan would like to make one statement 
on that. 

Mr. Donovan. Just to emphasize the fact that the finality clause 
here refers only to the insurance itself. It does not deny any of the 
usual powers as to the construction and operation of the ship under 
the contract. It merely assures that that insurance is paid no matter 
what happens. 

But we don’t think it encroaches on other powers in any way. 

Mr. Henverson. Mr. Allen, on the language you asked me about, 
do you have a copy of the bill? 

Mr. Auten. Yes. 

Mr. Henperson. On page 4 of the bill, subparagraph (d), it starts 
out in the third line by saving—— 

Mr. Auten. It is an authorization to appropriate then as soon as 
the claim is perfected. 

Mr. Henperson. That is exactly what itis. Yes. 

Mr. Aten. Then on page 6, subsection (e), that is another finality 
provision ¢ 

Mr. Henverson. That is right. There was some provision some- 
what of that sort, as I recollect it, in 288. This has been expanded 
to cover it. 

Mr. Auten. Then subsection (6) on page 6, the provision author- 
izing the Secretary of Commerce to delegate the handling of the 
financial transactions to some other agency. Is that some other agency 
within the Department of Commerce ? 

Mr. Henperson. No. The thought there was that he might want to 
go to some other agency of the Government to carry out part of the 
administration of this act. That could be possibly the Federal Re- 
serve bank, or possibly the Treasury. I do not know that it is neces- 
sary at all, Mr. Allen, but some of the people I consulted did think so. 

Mr. Auten. That is all. 

Mr. Totiterson. Mr. Hart. 

Mr. Harr. Mr. Allen opened up a lot of questions that ought to 
be subject to further exploration, which I will not inquire into now. 

3ut I understood you to say, Mr. Hecht, that the company or com- 
panies with which you are directly associated in their operation are 
perfectly satisfied, or have been perfectly satisfied, with the operation 
of the law as it heretofore existed. 

Mr. Hecirr. That is correct. 

Mr. Harr. Even before 288 was passed. 

Mr. Hecnr. Correct. 

Mr. Harr. And that that attitude of mind also described a number 
of other ship ping comps nies. 

Mr. Hecur. I think so. There are some of the smaller ship opera- 
tors, | mean, the operators of smaller ships particularly, who may not 
feel they have had access to the Government financing as freely as they 
would like to, and probably will be benefited by this. 

Mr. Harr. I understand that, but you stated there were also other 
companies. 

Mr. Hecnr. Yes, sir. 

Mr. Harr. That were completely satisfied with the administration 
of previous laws insofar as they fulfilled the needs and wants of the 
companies that sought financial assistance. 
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Mr. Hecur. Yes. 

Mr. Harr. You said, as you have just repeated, that there are 
smaller companies that need some additional assistance beyond what 
was granted by previous legislation, and that that assistance is carried 
in this bill. 

Mr. Hecur. re statement is quite correct. I merely want to make 
this distinction. I did make exactly the statement that you have 
made. I only want to be careful not to say that everybody was satis- 
field, because there are people who feel that this new legislation is 
better for them than the old legislation. 

Mr. Harr. I understand that. It is thoroughly comprehensible. 

You stated your primary concern, or maybe I should not put it that 
way—you stated your appearance here this morning was princi- 
pally motivated by a desire to help the administration in its new 
alms. 

Mr. Hecur. That is quite correct. 

Mr. Harr. Of providing complete private financing to the ship- 
ping industry. 

Mr. Hecur. That is correct. 

Mr. Harr. So far as the shipping operations that you are directly 
concerned with, and so far as the shipping operations of a number of 
other large companies are concerned, you do not need this legislation 
for your purposes at all? 

Mr. Hecur. That is entirely correct. In fact, we are outene off, 
or we feel we are better off with the fixed interest rate at 314 percent 
than we are under this plan, because we are going to have to pay an 
insurance premium in addition to the interest rate. 

Mr. Harr. So that your appearance here this morning is almost 
altogether altruistic ? 

Mr. Hecur. Well, I wouldn’t put it that way. 

Mr. Harr. And primarily motivated, as I said before, by a desire 
to bring about the consummation of what the administration desires? 

Mr. Hecur. It is perfectly true we are satisfied with what we have. 
On the other hand, we do want 

Mr. Harr. Whom do you refer to? 

Mr. Hecur. I speak again of all the subsidized lines and a great 
many other companies. But we do sympathize to a considerable ex- 
tent with the administration’s desire to step out of this liability of 
having to write into an annual budget of expenditures, moneys that 
are not expenditures—they are loans. 

If I sat where Mr. Humphrey sits and I had to deal with debt 
limits and all of that, I would do just what he is trying todo. ‘That 
is, take out of the budget and out of Government expenditures those 
items that are not really expenditures, but are merely leans. 

Mr. Harr. So you want to relieve Mr. Humphrey of that disagree- 
able situation and 

Mr. Hecur. I want to help make it possible. 

Mr. Harr. And have appeared this morning in behalf of this 
bill? 

Mr. Hecur. That is correct. 

Mr. Hart. I think that is all. 

Mr. Totierson. Mr. Mailliard, do you have anv questions? 

Mr. Mariurarp. No questions. 
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Mr. Totterson. Mr. Garmatz? 

Mr. Garmatz. No questions. 

Mr. Totxierson. Mr. Shelley ? 

Mr. Suetiry. I do not know whether I have a question, Mr. Chair- 
man, at this point, but I do want to follow through on what Mr. 
Allen started on by making this statement. It is m: ade for the bene- 
fit of the gentlemen who are appearing as witnesses on this bill: 

Insofar as I am concerned, [ think it is a poor approach to expect 
us to accept these simple statements of changes in the existing law 
without a*very thorough explanation of what those changes are and 
what effect they will have and why they are proposed. I say that in 
the light of an experience of this committee last year in passing the 
present financing bill that was put through hurriedly as a sort of 
token gesture on the part of the present “administration that they 
were doing something for the merchant marine—which has produc ed 
nothing. \ 

Therefore, before we make further changes, such as this bill, a very 
major and basic departure from the present provisions of the 1936 
act, which may again —— nothing, and particularly in the face 
of the statement made by you, Mr. Hecht, that you and other com 
panies are perfectly satisfied with the present existing law, then I 
for one will want very thorough explanations of why every single 
ehange is proposed. 

Having it thrown at us this quickly this morning, I do not think 
we are completely ready to go into all of it. But I do say, Mr. 

Chairman, I think we should, and I for one will want to study i 
ae get some very searching questions ready. 

Mr. Hecur. Mr. Shelley, may I just say that we fully understand 
this isall not alre ady digested. Weare trying to help you understand 
what the purposes of what we are trying to do are. We have asked 
Mr. He ete to give some explanation of each item, so that Mr. 
Henderson will be prepared to give you or your staff members when 
you develop your own questions further explanations and appear 
again, if necessary, and in every way help you. 

We have no desire to hurry you and we appreciate your problem. 

Mr. Suetiey. And I appreciate yours. 

Mr. Hecur. We only say if you are going to change it I hope we 
wont pass another law and then not provide for the changes that are 
necessary to satisfy the investor. I am willing to stake what reputa 
tion I have in the finance world on the fact that if a bill such as this is 
passed, you can finance—and I mean everybody that should be per- 
mitted to finance—you can finance. 

But if you do as Mr. Allen has pointed out, that is, cast some new 
doubts as to who has the final say-so, and is this insurance final, and 
so forth, then I say you are wasting your time in passing another law, 
because it won't be any more effective than 288 has been. 

But you naturally must be satisfied as to what all of these changes 
mean. 

Mr. Sueuiry. I assume then, boiling down what you say, this is not 
particularly a shipper’s bill so much as it is an investor's bill, to in- 
terest investors and banking people in financing the American 
merchant marine / 

Mr. Hecnr. Yes. It is to broaden the market so that it is not just 
an insurance company that can finance it, or a bank, but that the whole 
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investment market will be open to it. I believe that once established 
a good market could be made for these securities at good rates of 
interest. But it won’t be on the first 1 or 2 issues, because the public 
has to be used to these things. It is a new field. It is a new security. 
That is why if you are going to do it at all, and if you want really to 
take the Government out of this financing and take it out of the budget, 
you have an opportunity to do it, and serve the merchant marine and 
all of its segments by passing such an act. 

But unless you make it so that the investor is really satisfied, you 
ire wasting your time in doing it. 

Mr. Sueuiey. Of course, the “if” you have just used is a very big 
“if.” Earlier you said that athseatemion does not want to continue 
the present system of Government financing. 

Mr. Hecur. That is right. 

Mr. Sueviey. 1 would say people in the administration don’t want 
to do it. 

Mr. Hecur. That is right. 

Mr. Sue.iey. But the Government carries out the law as written, 
and the law as now set. Whether it is changed is a very big “if,” for 
this committee and the Congress will want to know all of the details. 
1 am not chastisiag you, but I want to get your idea. You and I 
agree, L believe. 

Mr. Hecur. My language is unfortunate when I speak of the Gov- 
ernment. It isthe Administration. We are old by the present Admin- 
istration, with which we as ship operators must deal, that “you cannot 
come and ask us to give you 75 percent of the money when you build 
a new ship.” 

Mr. Sueiiry. Even though the law says you can. 

Mr. Hecur. The law certainly permits the Maritime Administra- 
tion to go on doing what it has done for 18 years. 

Mr. SHELLEY. So in effect you have an administrative agency negat- 
ing the law. 

Mr. Henperson. It is not negating. 

Mr. Hecu. I wouldn’t say that. 

Mr. Henperson. I didn’t say that. I said it was not negating the 
law until there was an appropriation. 

Mr. Suetitey. By whose request was there no appropriation? You 
said it. Let’s pin it down. 

Mr. Henverson. By the Administration, of course. 

Mr. Suetiey. That is all. 

Mr. Hecur. One other thought, Mr. Shelley. You have got to bear 
in mind that this Administration, when they go on with this 75 per- 
cent, they have to come to you and get the appropriation. 

Mr. Henperson. They don’t come to him. That is the trouble. 

Mr. Hecut. You give it tous. Because they haven’t it themselves. 
They have got to get it from Congress. 

Mr. Sueuiey. All right. Did somebody say, “too little and too 
late” one time ? 

Mr. Totterson. Are there any further questions, Mr. Shelley? Are 
you through ? 

Mr. Sueiiey. That is all, Mr. Chairman, thank you. 

Mr. Totierson. Mr. Magnuson, do you have any questions? 

Mr. Maenuson. No questions. 
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Mr. Totierson. Mr. Baker ? 

Mr. Baker. No questions. 

Mr. Touuerson. Mr. Allen, do you have any other questions ¢ 

Mr. Auten. I note on page 5 of the bill, line 17, a reference to 871, 
percent. Is that an exception in favor of certain types of shipping 
with a mortgage in excess of 75 percent ? 

Mr. Henverson. Yes, sir; that is, and it is a special provision which 
I am not qualified! to testify on. 

Mr. Hecur. Neither am I, but you will have other witnesses who 
will speak on that, Mr. Allen. 

Mr. Auxen. It is a change from existing law. 

Mr. Hecur. It is a change from the existing law. At least from the 
existing law as operated by the Maritime Administration at the present 
time. 

Mr. Touierson. Mr. Hecht, just a question or two which has been 
submitted to me. 

You make mention of information from the Department of Com- 
merce of the Administration’s desire to substitute private financing 
for Government financing. Does this bill repeal any of the existing 
financing provisions of the present law? 

Mr. Heer. I will let Mr. Henderson speak on the legal end of it 
It is my thought I think it does not repeal it. Am I right? 

Mr. Totierson. So is it an alternative financing program ‘ 

Mr. Henperson. This is an amendment of those sections. It does 
not definitely repeal the provisions, but hanges most of the provisions 
inserted by 250. 

Mr. Hecur. But what the chairman is asking is, Can the Maritime 
Commission go on and finance 75 percent at 314 percent under the 
existing law? 

Mr. Henperson. It is not intended to repeal any part of that, and 
I do not think it does so. 

Mr. Totiterson. You say you do not think it does so? 

Mr. Henperson. Yes. — 

Mr. Tou.erson. So that there could still be a recourse to the old 
method of financing which you say you are satisfied with? In other 

vords, suppose the Congress passes this bill and it becomes law. Then 
we have the same experience under it that we did under Public Law 
288. ‘The door is not closed to the old form of financing; is it? 

Mr. Henperson. No, sir. 

Mr. Suetieyr. Mr. Chairman, on that point it is my recollection 
very recently here Mr. Rothschild was asked the question by someone, 
If the 90-percent provision of the present law we passed last year 
were changed along the line that has been discussed, would then both 
avenues be open ? “He hesitated quite some time and then answered, 
“No; the present law would not be used.” At least that is my 
recollection. 

I don’t know who asked him the question at the meeting the other 
day, but I think that was his answer. I am very sure of it. 

Mr. Henverson. I think that raises my question of appropriations, 
Mr. Chairman. 

Mr. Suetiey. The door might not really be open if there were no 
appropriations. 
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Mr. Henverson. It could not be used unless there was a request. for 
appropriations and they were obtained, because that involves direct 
Government expenditure. 

Mr. Totierson. But as far as the law itself is concerned, the old 
Jaw would not be repealed ¢ 

Mr. Henverson. There is no intention of so doing and it is my 
opinion it does not repeal the old law. 

Mr. ToLiEFrson. Counsel at my request has had some questions pre- 
pared to propound to you, Mr. Hecht, or to the people with you. 

Mr. Zincke, will you propound them, and particularly those upon 

hich we have not touched at this time? 

ae. ALLEN. May I ask one que stion before that ? 

Mr. Touierson. Yes. 

Mr. Auten. On reading the bill again, and I know no one should 
ever do that, but on page 4 of the bill on line 16 it says: 

Section 1104 of such act, as amended, is hereby amended * * *, 


And then it says by striking out certain language and by inserting 
other language. That type of language appears throughout the bill. 

Does not that as to certain paragraphs repeal the existing provisions 
and insert new provisions? 

Mr. Henperson. That was my first answer when I misunderstood 
the qu tion, Mr. Allen. All of these are ame ndments to 288, in eff CL, 
and the changes are made. They do repeal it in a sense, since some 
of the sections have been very considerably changed and rewritten. 
To that extent it is a repeal; yes. 

Mr. Auten. It might be true, then, might it not, if this law were 
enacted and did not operate satisfactorily, that we still could not go 
back to the Merchant Marine Act as it exists ? 

Mr. Henperson. The Merchant Marine Act is a diffe ‘rent title. I 
mean, the direct financing provisions are a different title. 

Mr. Hecur. Mr. Allen, the important difference here is that this 
undoubtedly changes act 288 completely, but it does not necessarily 
change 502 of the Merchaant Marine Act, under which the financing 
has been done heretofore. It is our understanding as laymen that this 
does not fepeal 502, but would leave it open if the administration 
chooses to use it. 

Mr. ALLEN. This does nothing to title V of the Merchant Marine 
Act ? 

Mr. Hecnr. That is our understanding. 

Mr. Touierson. Mr. Zincke, will you ask your questions now ? 

Mr. Zincxr. Mr. Hecht, you made reference in your statement to 
continually and extensively surveying the possibility of financing 
under Public Law 288. Can you give specific examples of such 
applications ¢ 

Mr. Hecur. I have only one specific case that is in such form that 
it could be filed with your committee. That is a letter from the Grace 
Line, which I will be glad to see goes into your record, which states 
that the Grace Line, having to finance some prospective building, had 
talked with, or they mentioned the National City Bank and the Metro- 
politan Life, and the Manufacturers Trust Co., and others. They said 
that they found it impossible to get any consideration under Public 
Act 288 for the financing they had to do. 
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There are many other discussions we have had that I am not able 
to give you in quite such specific form as that, but I can assure you 
that that is true. In any event, if you permit me to use the slang, 
“The proof of the pudding is in the eating,” there has not been any 
financing done under 288, and that is the best proof that it is not 
likely to work. 

Mr. Zincke. Is that by reason of the credit rating of the applicant? 
The unstability of security in the sense that the vessel had no prospect 
of earning its way? Or is it because of the 90 percent provision of 
258 ¢ 

Mr. Hecur. It is probably the last reason. It is because of the 90 
percent provision and of the uncertain provisions of certain parts of 
the act which leave a doubt on this very thing Mr. Allen has brought 
out, as to who is the final authority on determining the interest rate, 
and this and that. There are those two factors, but the 90 percent 
is perhaps the most important one. 

3ut some of the other items there have nothing to do with the secu- 
rity of the ship, or anything of that kind. The fact is that the investor 
will not take a 20-year obligation of a shipping company when he 
does not know what is going to happen on a 90 percent insurance. He 
will take it on 100 percent insurance. 

Mr. Suetitey. Mr. Hecht, in effect what you are saying is because 
of the situation that developed on the General Accounting Office’s 
position on the construction of the last three large passenger liners 
built under the provisions of the 1936 act, that no matter what we do 
something will have to be done to clear that situation up and have 
some finality of contract. Whether we act on this bill, or change the 
existing act, or no matter what we do. Is that in effect what you 
are saying ? 

Mr. Hecnr. In effect, I am saying that if you want to operate under 
that new bill you have to start out with a provision that will make it 
impossible after the insurance is once granted, to have them bring up 
problems like the Export Lines are facing today. 

Mr. Touterson. What you are talking about is this ship construc- 
tion subsidy law. 

Mr. Suetiey. Yes. 

Mr. Totterson. Your thought is they can correct the loopholes—if 
I can use that word—and eliminate the ereeeines 

Mr. Suetiey. I won't say the loopholes, | ut the uncert: uinty as to 
whether there is a contract, when another agency comes along 4 or 5 
years later and says that everything is out of the window. T do not 
think that you will have any ships built no matter what law you 
write. 

Mr. Harr. There is a contract that is not a contract. We cannot 
validate something in a contract. that is not a contract. 

Mr. Suetiey. But the point Mr. Hecht is making was touching on 
that. point and still reserving to the Government the right to set aside 
on the basis of fraud, as I see it. 

Mr. Hecutr. What has happened in the past has only created more 
uncertainty in the mind of the investor, but what I am talking about 
isthe future. When the insurance is written it must be written so that 
the finality attaches to it at that time. If it does not, no financing will 
ever be done in the private money market. 
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Mr. Harr. Let me ask you this one question, Mr. Hecht. If that be 
done and the present law be changed so as to eliminate what you are 
pleased to refer to as these uncertainties, what guaranty is there that 
we need anything additional in the matter of financing beyond the 90 
percent now provided for in the law? 

Mr. Hecur. The 90 percent is not suflicient to satisfy the investor 
on a 20-year mortgage, entirely independent of the point we are now 
discussing, Mr. Hart. The investor will not take a 20-year chance on 
any shipping company because he does not know what legislation m: LV 
affect the merchant marine in the intervening 19 years. 

Mr. Harr. But I say, if all of those collateral things were corrected, 
in your opinion would the 90-percent provision be sufficient. 

Mr. Hecur. No, sir. I definitely do not think it would be sufficient, 
because the uncertainty of future congressional action affecting the 
merchant marine in the intervening years is too great for the investor 
to want to take a 20-year chance. 

Mr. Totterson. We are just unpredictable people up here on the 
Hill. 

Mr. Hecnr. I think that applies to human nature, which is present 
in your body as in every other body. 

Mr. Zincke. Mr. Hecht, you keep referring to 20-year mortgages 
here. Isn’t it a fact that under the Merchant Marine Act subsidized 
lines are required to set aside toward new construction a certain per- 
centage every year ‘ 

Mr. Hecur. Quite correctly. They have to liquidate it. It won’t be 
a 20-year loan, but a part of it will be a 20-year loan. 

Mr. Zinckk. Under the circumstances it is not unreasonable to as- 
sume when a vessel has been fully depreciated that an appreciable por- 
tion of the new vessel will have been paid for. Is that not true? 

Mr. Hecur. Yes; at the end of 20 years it will be completely liqui- 
dated. 

Mr. Zincxe. No; I am talking about new construction, Your pres- 
ent vessels cost less than your new ones will, so that the sums set aside 
on the present vessel will be on appreciable part of the cost of the new 
one, 

Mr. Hecut. That is correct, but it has no bearing on this. 

Mr. Zincxe. Under the present circumstances you won't have a 
20-year mortgage on your new vessels. 

Mr. Hecur. Oh, yes; because if I build a new vessel I have got to 
finance the whole construction of it. 

Mr. Zincke. You misunderstand me. Let us take a situation in 
which you have your present vessel, costing, let us say, $1 million. 
After 20 years you would have $1 million in your reserve fund toward 
the cost of a new vessel. Is that correct? 

Mr. Hecut. Yes. 

Mr. Donovan. I think the point that is overlooked here is that the 
usual initial proc edure was to have a million-dollar vessel which was 
mortgaged up to 75 percent at the start. So that as you got to the end 
of your 20 years on the original vessel you have only your 25 percent 
replacement of the new vessel at the assumed same cost. You have 
spent the other in retiring the mortgages on the old. 

You are assuming there a full payment or an anticipated prepay- 
ment, which can happen, but it is not the usual pattern. 
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Mr. Zincxe. But the provisions for the construction reserve fund 
are meaningless in the light of the existence of mortgages. In other 
words, it is the mortgage provision that requires paying off the old 
mortgage, and not the mortgage reserve fund. 

Mr. Hecur. But that is what will liquidate your new 20-year loan, 
is the 5 percent that we put in the reserve fund each year. It pays off 
a part of the money we are borrowing. 

Mr. Zincxe. This bill provides that 75 percent of the estimated cost 
of the vessel shall be the basis of the mortgage, or the cost of the vessel. 

Mr. Hecut. Only for one reason. The question is a very logical one, 
only it is not really important, and it is there for this reason only: If 
we build a ship and the shipyard says it is going to cost $1 million, 
I, as the shipowner building that ship, won’t “know for 6 months or a 
year whether or not our escalator clause brought it up a little or down 
a little. It is a very small part that will take care of itself in the first 
year, but you cannot be absolutely certain what the net cost of your 
ship is until you get your final bills from the shipyard, and that won't 
be until many months after it is completed. But the amount involved 
would be so small it would not be an important consideration and could 
just as well be less if it ran a fraction over the 75 percent. The first 
year materially would wipe it out anyway. But it is only because you 
cannot tell exactly what the ship costs when it is delivered. 

Mr. Zincxr. The expressed intention of inserting the 90-percent 
provision in Public Law 288 was to give the lender some incentive to 
check the credit of his borrower and also the nature of the business 
risk. By insuring 100 percent, what inducement does the lender have 
to check either the credit or the business prospects of his borrowers? 

Mr. Hecut. The answer to that question is that under the 90-percent 
law I made the statement a while ago that there are a few companies 
that probably could finance. J] think very ~ w. But I am not here 
representing the company I happen to head, or any other one com- 
pany. Iam here talking for the merchant m:.rine, and I tell you that 
if we want the merchant marine, and if we want to go on_ with what 
we have been doing, the present law gives everybody 75 percent, 
whether his capital is $1 or $100 million. Of course, it is all in 
proportion. But we do not have to have the question raised as to 
who is good for this, and who is not. It has got to be on the ship 
mortgage, and the Government heretofore has given everybody 75 
percent, whether it be Lykes Bros., one of the biggest, or whether 
it be one of the smallest companies. 

The moment you go to 90 percent I don’t see that anybody could 
borrow some money under that. Maybe my company could build 
one ship under that, but it certainly could not replace its whole fleet 
under that, because the margin in the shipping business is not there 
to satisfy the investor. The lender of 20-year money does not want 
to have to watch every year every detail of that loan 

Mr. Zrxncxe. What you are saying then is that the lender assumes 
no obligation whatsoever with respect to either the credit rating or 
the business prospects of his prospective borrower? 

Mr. Hecnr. I think that is putting it a little bluntly, but it is 
almost correct, because we don’t say that the insurance must cover 
the ship that is being built, and the Government, if it ever has to make 
1 under any of these insurances policies, then will be able to come 
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hack on the shipowner and take everything he has got to satisfy that 
mortgage. 

But the investor will certainly not take that risk. He will not 
take the responsibility. A trustee acting for that investor will see 
to it that he gets a certificate that the ship is in class, and certain things 
are done. He will have some responsibility, but he will not take a 
risk on the credit standing of the shipping « vompany for 20 years. 

Mr. Zincke. Are you prep: ired to disc ‘uss the differer nce of opinion 
with respect to the interest prov isions ¢ 

Mr. Hecnt. No. I think it is better to let the other witnesses 
speak for themselves, because hare will be differences pointed out 
to you. I think it will be more effective to let others do it. 

Mr. Zincxe. Under the provisions of this bill, if there is a proper 
completion bond on a ship, and if there is a valid commitment for 
the mortgage, is there any reason for the insurance on the short-term 
loan ? 

Mr. Henperson. I think you had better ask one of the commercial 
bank representatives that. 

Mr. Hecrr. I want to answer that from a banker’s standpoint. To 
begin with, it is my judgment that no one is going to be willing to 
finance a ship just during the construction period. He has got to 
know that the ship is going to be financed all the way through when 
he starts. He can’t put himself in a position of getting a bank loan 
for 2 years, and when the ship is finished and the money market may 
be different, then try to get the money to pay the bank. 

Mr. Zrncxe. I said if there was a valid commitment for the long- 
term loan. 

Mr. Hecur. Of course, if there is a valid commitment for the long- 
term loan, and if there is a completion contract, some banks might be 
willing to finance under it. I doubt it. I just can’t talk for the lender 
on that because I am talking about the investment market now and 
not about what a commercial bank might do. 

Mr. Zincxe. Is there anybody here to speak on the basis of short- 
term loans? 

Mr. Hecur. There are some commercial bankers here who can prob- 
ably answer your question, but I can’t. 

Mr. Zincxe. Mr. Henderson, I think this is a question in your field. 
Under the amendments to section 1105 of the act it provides that the 
mortgagee shall have the right at specified periods to proceed to de- 
mand payment from the Sec retary of Commerce. If the mortgagee 
does not elect to proceed against the Secretary of Commerce and, in 
other words, chooses to carry along defaults, then the guaranty con- 
tinues ¢ 

Mr. Henverson. Yes, it would. I have contemplated that presum- 
ably something would be worked out in the insurance contract as an 
administrative matter which might give the Secretary of Commerce 
the right to require the mortgagee to demand payment. But, of 
course, it is a joint question there. Remember, as soon as there is a 
default in the mortgage and the mortgage is premature, then it will 
become 100 percent “Government-owned mortgage, because the mort- 
gagee is bound to assign it to the Secretary of Commerce immediately. 

Mr. Zincke. Only if the mortgagee elects to do it. 

Mr. Henperson. Only if he does. 

Mr. Zincxe. If he does not 
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Mr. Henverson. If he does not, it would not. 

Mr. Zincxe. The Secretary of Commerce has no option in the 
matter. 

Mr. Henverson. Specifically under the law I have assumed if I 
were representing the Federal Government in connection with the 
drafting of the insurance contract I would want to put something like 
that ee the insurance contract. 

Mr. Zincke. Why should it not be in the law? 

Mr. Henverson. Because I do not know what the Maritime Board 

and the Secretary of Commerce would want in it, and I would hesitate 
to try to draft the details of how these things are worked out within 
the time or without having everybody interested sitting in at the 
drafting. They don’t get drafted quite this way—not if they are 
going to work. 

Mr. Zincxe. Mr. Hecht, do you know of any other field of private 
financing in which the Government extends a 100-percent guaranty of 
security. 

Mr. Hecurt. I think there are some, but I am not an expert on that, 
and I prefer to let others perhaps testify to that. But I only wish 
to point out we are not asking that something new be created. The 
Government is now taking 100 percent of the risk. Period. We are 
now only saying, “If you don’t want to do that, take 100 percent of the 
insurance risk and collect the premium and you are better off than you 
are today.” 

It is not creating something new at all. It is simply substituting 
one thing for another that the Government does not like to go on in. 

Mr. Totierson. Talking about 100 percent, at that point you are 
talking about 100 percent of the total cost of the ship ? 

Mr. Hecur. 100 percent of the 75 percent. Just as this will be 100 
percent insurance of the same 75 percent. We are not changing the 
maximum liability of the Government one iota. We are just *sub- 
stituting a different form and we are providing an insurance premium 
which will enable the Government to accumulate very substantial 
amounts over the years for a contingency on which they have no 
protection at all at the present time. 

Mr. Zincxe. The nonpayment of the insurance premium is not an 
occasion of default. Is there a reason for that? 

Mr. Hecur. That again I think Mr. Henderson could better answer 
in technical language, but I do not want to say as far as we are con- 
cerned that is up to the legislators to decide, as to how it should 
be handled. We have no preference on that at all. 

Mr. Henperson. That can be made in the event of default or not 
made in the event of default, again as desired, when the Secretary 
of Commerce sits down and approves the form of mortgage. And it 
isa matter of opinion. You can argue both sides of that one. 

Mr. Zrncxe. That is all I have, Mr. Chairman. 

Mr. Totterson. Are there any questions that occur now to other 
members of the committee? Mr. Allen. 

Mr. Auien. Is there any provision in here that would allow the 
Secretary to insist on the insuring of a default as a condition to con- 
tinuing the Government insurance? 

Mr. Henpverson. Mr. Allen, no. There is not specifically in the act. 
But remember that the form of insurance contract and the form of 
mortgage have to be approved by the Secretary of Commerce. 
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Mr. ALLEN. Supposing we thought there ought to be something like 
that in the law? Would the inclusion of some provision that would 
give the Government the right to insist on the insuring of a default 
as a condition of continuing its insurance affect the m: arket tability of 
a bond issue? 

Mr. Henpverson. I would suppose not. But I think perhaps you 
also ought to get the advice of some of the investors who are waiting 
to testify. 

Mr. Hecur. I would answer that, speaking generally, I don’t see 
that it should; but it wquld depend on the language and just how 
it was written. But in principle I should say that it wouldn’t neces- 
sarily affect the salability of the securities. 

Mr. Henperson. Of course, I am assuming there is plenty of time 
in that case for the holder of the mortgage to assign it and demand 
payment from the Secretary of Commerce, and assign it to the Secre- 
tary of Commerce, because that is of course what we would 
immediately do. 

Mr. Auten. I was thinking of the possibility of a mortgagor taking 
the remainder of the bonds and then putting the ships to any use he 
wanted, which might involve a default. The mortgagor then being 
also the bondholder, would not know anything about it. 

Mr. Henperson. Mr. Allen, as I think I answered the previous 
question, when you come to drafting the insurance contract I would 
assume that was the kind of protection that the Secretary of Com- 
merce might normally require. But I don’t like to try to write his 
insurance contracts for him. 

Mr. Totierson. Is that all? 

Mr. ALLEN. Yes. 

Mr. Totterson. I want to thank you, Mr. Hecht, very much, and the 

rest of you gentlemen also, for appearing before the committee. 

Off the record. 

(Discussion off the record. ) 

Mr. Toutierson. Mr. Sanford. All right, Mr. Sanford, we will 
be delighted to hear from you, sir. 


STATEMENT OF L. R. SANFORD, PRESIDENT OF THE SHIPBUILDERS 
COUNCIL OF AMERICA 


Mr. Sanrorp. My name is L. R. Sanford. I am president of the 
Shipbuilders Council of America, a trade association of the ship- 
building, ship repairing, and allied industries. 

I am appearing before this committee tod: iy on behalf of the mem- 
bership of the council, to support the general objectives of H. R. 8637, 
now under consideration. 

At this time I would like to make a word of explanation. Ordi- 
narily the shipbuilding industry would not like to have a representa- 
tive or a spokesmen of that industry appear here on a bill which is of a 
more or less purely financial nature, and which more particularly per- 
tains to the ship operating industry than it would to the shipbuild- 
ing industry. But in this particular case there are certain conditions 
which make us very much interested in the passage of this bill. It 
is for that reason I am here, and I shall attempt to explain what those 
reasons are during the course of my statement. 
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Mr. Totzerson. In other words, we have not had as much ship- 
building as we should have had ? 

Mr. Sanrorp. Correct. 

It is my purpose to confine my testimony to the general objectives 
: this proposed legislation, leaving to the representatives of the ship 

erating industry or of financial institutions any disc ussion of finan- 
chal details that may be embodied in the proposed legislation, which 
details such representat ives are qué alified to discuss. 

The Shipbuilders Council, on behalf of the industry which it rep- 
resents, is greatly interested at any time in any proposed legislation 
which may “ultimately result in or promote new ship construction. It 
is particularly interested at this time in view of the present condition 
of the industry resulting from the fact that no order has been placed 
in a shipyard in this country for the construction of a merchant ship 
for offshore trade since November 1952—a pe riod of 16 months. 

After the World War I shipbuilding program, during which the 
industry established new records for the volume of shipbuilding pro- 
duced, there was the inevitable recession in shipbuilding activity, due 
to the fact that there were an abundance of relatively new war-built 
cargo ships and tankers available for sale at bargain prices under 
the Ship Sales Act. There was no inducement whatever for either 
a private owner or the Government to undertake to construct a new 
ship at substantial cost while that condition prevailed. 

Asa result, shipbuilding activity dropped off to practically nothing 
and many yards (not emergency war-built yards, but established 
permanent yards) had great difficulty in surviving, even on a standby 
basis. Some of the older yards did not survive. The most tr agic 
feature of that situation was the forced dispersal of skilled craftsmen 
and technicians. 

Fortunately for the shipbuilding industry, a postwar worldwide 
demand for tanker tonnage eventually re ‘sulted in substantial orders 
for tankers in American yards, both for domestic and foreign account. 
Later, as a result of the Korean episode, at the request of Admiral 
Cochrane, Congress authorized the so-called Mariner program of 50 
high-speed military prototypes, of which contracts for 35 actually 
were awarded. These two programs, one private and the other gov- 
ernmental, enabled the participating shipyards to maintain a substan- 

tial workload with fairly reasonable continuity during the past several 
years. The earlier part of this workload was seriously affected and 
substanti: ally deferred by the prolonged steel strike and the restricted 
allocation of critical materials for commercial production by the Na- 
tional Production Authority. 

Another factor which tended toward further delay was the very 
substantial time required to again build up adequate working forces 
of skilled craftsmen. During a period in which working forces are 
in the process of building up, neither the economy, the efficiency, or 
the expedition of operation obtainable under a continuous program is 
yossib le. 

The workload in the various shipyards is now rapidly tapering off 
due to the absence of any new orders for merchant ships during the = 
months—16 months, incident: ally. By the end of the current ye: 
some of the yards will be back substanti: ally where they were before the 
private tanker and Mariner programs were initiated. Certain yards 
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have received Navy contracts to the extent that such contracts have 
been available. The cooperation of the Navy in allocating practically 
all of their new construction work to private shipyards has been ex- 
cellent and exhibits a sound understanding of the situation in which 
the shipyards find themselves, as well as the indispensability of such 
yards to the national security. 

At a hearing before a subcommittee of the Committee on Interstate 
and Foreign Commerce last July, I presented, among other things, a 
chart of employment showing the actual emyloyment in certain ship- 
yards up to and including the first quarter of 1953, and the projected 
employment, estimated to the end of the first quarter of 1955, to show 
the trend based on the existing workload. I now have taken that 
chart and shown thereon the actual employment to date and projected 
employment based on current yard estimates and present workloads. 
The result shows that the original projection was a conservative esti- 
mate, as the actual employment and new projection run substantially 
lower than that prepared in April 1953. In other words, the decrease 
in employment was greater than anticipated and actually the critical 
period in the industry appears to be even closer than previously 
thought to be the case. 

Due to the fact that I have had also very little time in which to 
prepare for this hearing, I merely took the reproduction of th: at chart 
to which I referred, which was in the report of hearings before the 
Senate subcommittee, and indicated on it in a full red line that portion 
which was projected at the time the chart was originally prepared, 
namely, in April of 1953, and which now hase become actual up to the 
present date, to show the actual employment as compared with what we 
then projected. Then I have carried that actual employment on to 
the end of 1955, based on some estimates obtained within the past 
month from all of the shipyards in the United States that were in- 
volved in this chart, as their best judgment of what their employment 
would be quarter by quarter, up to the end of the first quarter of 1955. 

It shows that the original projection was at least a conservative 
one in that the actual employment now in the new projection shows 
less employment than the original curve showed. 

In other words, the critical period we are approaching is perhaps 
even closer than we then thought it would be. I may say also that this 
is a sort of a makeshift. We are now in the course of preparing a new 
chart and next week I will be very happy to make as many copies of 
that new chart available to the committee as you wish to have. 

Mr. Totierson. I would appreciate it if you would do that. 

Mr. Sanrorp. It would be more convenient than this. This is a 
makeshift proposition. 

Mr. Totrerson. I will ask the counsel to insert one of those in the 
record. 

(The chart referred to is as follows :) 
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Mr. Sanrorp. I would like to add a little bit by way of explanation 
of these figures, which I think is extremely interesting. 

As I said, we polled all of the private shipyards last month for the 
estimates of their future employment based on present workloads. 
The request was sent to 16 shipyards, including 8 on the east coast, 
1 on the gulf coast, 4 on the west coast, and 3 on the Great Lakes and 
rivers. 

Incidentally, the 16 shipyards comprised 100 percent of the ship 
yards in the United States constructing merchant vessels of 1,000 
gross tons or more, and naval vessels of similar size, as of March 31, 
1954, The returns received indicated on the basis of the contracts now 
in hand that 8 of these 16 shipyards will be entirely without employ- 
ment before the end of the first quarter of 1955; in other words, within 
a year from now. 

I think that is quite significant. It shows what we are approaching. 

I will now go back to my statement. 

It thus becomes evident that immediate relief in the form of new 
ship construction contracts is the only way to avoid a protracted period 
of inactivity and unemployment in the industry. Time is running 
against the shipyards. 

That is the very reason why we are now interested in this bill—in 
the hope that it will promote some ship construction. 

Even though war-built ships are no longer available for domestic 
purchase, the same psychology that prevailed during and immediately 
subsequent to their purchase still seems to prevail, although the situa- 
tion has changed to the extent that the war-built ships acquired by 
private owners under the Ship Sales Act are now around 10 years old, 
some slightly more, some slightly less, but all headed for block obsoles- 
ence in the not too distant future. The prospect of mass replacement 
of operating fleets by their owners at some future date is bound to be a 
disturbing one. Equally disturbing is competition by foreign-flag 
lines with newer, more modern, faster, more efficient and more econo 
mical ships. A reasonable replacement program spread over a period 
of years would appear to offer the best solution to each of these 
problems. 

In order to undertake any substantial program of ship construc 
tion to which the Government is, in any way, directly or indirectly, 
a party, certain obstacles have to be overcome and the bill here under 
discussion is designed to remove one of those obstacles, viz, the pro- 
curement of private financine of the balance of the cost of the ship 
after a construction differential subsidy has been authorized by the 
Government as provided by law. Private financing of this portion 
of the cost is the announced objective of this administration, even 
though the Merchant Marine Act of 1936 authorizes governmental 
financing of that part of the cost. 

In the last session of the Congress, a bill was passed (Public Law 
288) which was intended to promote private financing of ship con- 
struction. As far as the council is aware, there has as yet been no 
evidence made available to indicate that this law has or will accom- 
plish the purpose for which it was intended. As a matter of fact, 
what evidence has been developed appears to indicate the contrary. 
It is for that reason that the subject legislation has been introduced, 
in an endeavor to interest private financial institutions in under- 
writing new ship construction, in order that ship operators who apply 
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for construction differential subsidies may be able to comply with the 
present administration policy requiring such private financing. 

There are three salient features of this proposed legislation. 

The first authorizes the Secretary of Commerce to insure a ship 
mortgage up to 100 percent of the principal and interest of the loan 
as contrasted with 90 percent of the principal provided under Public 
Law 288. The obligation is limited to 75 percent of the estimated 
cost to the mortgagor finance d by the mor tgage loan. 

The second applies to passenger vessels of appropriate character- 
istics and provides that the sole recourse against the mortgagor shall 
be limited to re possession of the vessel and the assignment of insur- 
ance claims. This provision is consistent with section 3 of the act of 
July 17, 1952, the so-called long-range shipping bill, and is necessary 
to provide sufficient inducement to a ship operator to proceed with 
the construction of a passenger vessel and its subsequent operation. 
The risk attendant upon successful operation of a passenger vessel 
is much greater than that applicable to the operation of cargo vessels. 
That risk should not be aggravated by jeopardizing the balance of the 
operator’s fleet in case of possible failure of the passenger ship oper- 
ation. 

The third feature provides that the loan or advance of credit which 
is to be insured shall bear interest at an average rate to the mortgagor 
not to exceed the estimated prevailing effective yield for Government 
securities which are subject to all Federal income taxes of 20-year 
maturity, plus 1 percent per annum. Unless the interest rate is sub- 
stantially in excess of the yield for Government securities, there is 
obviously no inducement to an investor beyond that which would 
apply to Government securities. There may be some eee as to 
whether a fixed rate of 1 percent over the average yield for Govern- 
ment securities will provide an adequate inducement throughout an 
extended period of time. 

The shipbuilders council believes that these general objectives of 
the proposed legislation are fundamentally sound and are necessary 
if private financing of ship construction in lieu of Government financ- 
ing is to become an actuality. As to whether this legislation, if passed, 
will accomplish that objective remains to be seen, but the council is 
hopeful that it will. 

A word of caution appears to be in order here. It is respectfully 
suggested that any rules and regulations, forms, requirements, and 
so forth, that may be issued pursuant to this law, if passed, to establish 
procedures for the guidance of applicants, should be kept as simple 
as possible. The rules issued in 1939 covering Federal ship mortgage 
insurance procedure constitute a rather formidable pamphlet, the 
mere sight of which is enough to intimidate a prospective applicant. 

Here is that pamphlet. When you start to read it you see it is 
quite formidable. 

In conclusion, the Shipbuilders Council of America appreciates the 
opportunity to present this statement indicating its support of the 
subject legislation. 

Mr. ToLtrrson. One question came to me as you were reading. If 
the interest rate is higher under private financing than has heretofore 
been the case where the Government has done the financing, will that, 
in the final analysis with reference to ship-operation subsidies, make 
necessary greater subsidy payments on the part of the Government? 
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Mr. SanrorD. Mr. Chairman, in the first place, I don’t pretend to be 
a financial expert. And any answer that I may give you to that would 
have to be off the cuff. I don’t think so, but I don’t think I am a 
very good source of information for that question. 

Mr. ToiieFson. Counsel showed mea provision of the law which in- 
dicates it would not. 

I am very pleased to have had your testimony with respect to this 
matter of the activity in your shipyards, and certainly when our 
committee takes up some resolutions which are now pending before it, 
and which were introduced just a few days ago, we shall want you 
to come and testify again. 

Are there any questions of Mr. Sanford? Mr. Hart? 

Mr. Harr. No questions. 

Mr. Toxterson. Mr. Shelley ? 

Mr. Suriiey. No question, thank you, Mr. Chairman. 

Mr. Totirrson. If not, I thank you very much. 

That will be all for today. 

Mr. Sanrorp. Thank you, Mr. Chairman. 

Mr. Toutierson. There are a couple of my committee members who 
tell me they have to leave. I am sorry that is the case, but I would 
rather have as many committee members in attendance throughout the 
hearings as it is possible to have. For that reason I think we will 
recess the meeting to the call of the chairman. 

I want to talk to some of the people whom we have invited to come 
here today and who, having come, will now be unable to present their 
statements or to be subjected to some questioning. 

Before I set another date I would like to find out when it would 
be convenient for those people to come before our committee. I think 
perhaps we can talk to Mr. Green or Mr. Ferguson afterward and find 
out when it would be convenient for you people who have come from 
out of town again to come before our committee. We want very 
much to have your testimony with respect to this legislation. 

So, with that, we will recess until the call of the Chair. 
(Whereupon, at 12:10 p. m. the hearing was recessed until the call 


of the Chair.) 









TO FACILITATE PRIVATE FINANCING OF NEW SHIP 
CONSTRUCTION 


TUESDAY, APRIL 27, 1954 


House or REPRESENTATIVES, 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The committee met at 10:12 a. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Thor C. Tollefson presiding. 

Mr. ToitieFson. The committee will come to order. 

We will continue our hearings on H. R. 8637, and our first witness 
on the list is Mr. Saunders, of the Metropolitan Life Insurance Co. 
of New York. 

Is Mr. Saunders here? 

Mr. Saunpers. Yes, sir. 

Mr. Totzerson. Will you come forward, sir. 


STATEMENT OF WALTER H. SAUNDERS, SECOND VICE PRESIDENT, 
METROPOLITAN LIFE INSURANCE CO. 


Mr. Totierson. Will you give your name and other information to 
the reporter, please. 

Mr. Saunpers. Yes. Walter H. Saunders, S-a-u-n-d-e-r-s, second 
vice president of Metropolitan Life Insurance Co. 

Mr. Totterson. May we have your statement, then. 

Mr. Saunpers. Yes. 

Title XI of the Merchant Marine Act of 1936 was utilized so little 
that it served no useful purpose. The amendments effected by Public 
Law 288 on the whole made matters worse rather than better. There 
has been no use of the law as amended, and I believe that it is generally 
conceded that there is never apt to be any. 

Prior to amendment by Public Law 288, title XI permitted 100 
percent of the mortgage balance to be insured. The amendment 
limited insurance to 90 percent. of the mortgage balance. If the 
borrowing shipowner has a good independent ¢ redit sts inding financing 
without insurance, or with limited mania: should be possible. 

Conversely, if such eredit sts anding does not exist, 90 percent in- 
surance, which in this situation is equivalent to a commitment on the 
part of the lender to take a 10 percent loss on principal in case of 
default, is not apt to have any investment attraction. If the pos- 
sibility of financing is to be assured to smaller, to independent, a 
to less established shipowne rs, it would be desirable to permit insur- 
ance up to 100 percent. Upon analogy to V loans, the premiums might 
be on a sliding scale according to the percentage of the loan insured. 


4] 








42 FACILITATE PRIVATE FINANCING OF SHIP CONSTRUCTION 


Whether or not a limitation on the interest return to the lender is 
advisable may be questionable. Assuming, however, that such a limita- 
tion should be imposed, then it ought to meet two basic tests. 

First, it should be clear and read ly sus aaa of application. 

Second, it should be sufficis ntly flexible to allow for the fact that 
market yields change, that competitive attraction of investment out- 
lets is a constantly varying factor, and that even with Federal in- 
surance, credit of the primary borrower is still to be taken into account. 
a XI, before amendment, was satisfactory in this respect, but 
= bli : Law 288 introduced a formula which is not woukshia. 

» liability of the mortgagee for payment of premiums, which 
exists under the | resent law, should not be continued. Either interest 
on the loan sh th | be net to the lender with the premium charge being 
borne by the mortgagor, or allowance for the premium charge should 


be included in the interest, and payable by the mortgagee only out of 
interest when, as and if received. In either case, as a matter of fair- 
ness, and in the latter case as an arithmetical necessity, the amount 


upon which premium charge is computed cannot be creater than the 
mortgage balance which draws interest. The existing law is defective 


in this respect. 
It is very doubtful that mortgagees will be willing to assume the 
burdens and responsibilities of being applicants for insurance. The 


mortgagor, as the primary party in interest and the one in possession 
of the fundamental information in which the Department of Com- 
merce would be most interested, should make the application. 

There are a number of rather technical points arising under the 
present laws which are objectionable from a lender’s standpoint and 
which can be covered by one gener: al obse rvi ition. No lender is likely 
to advance 75 percent of cost of a ship without assurance of repayment 
from sources other than the ship itself. Seventy-five percent is a high 
loan ratio for any kind of property. 

Where hull values, which are extremely volatile, are involved 
percent isunobtainable. Where, in addition, 75 percent of cost exceeds, 
as it would if based upon American construction costs, 100 percent of 
value in the world market, it becomes a financial impossibility. It 
follows that the lender on a 75 percent loan must rely almost entirely 
onthe insurance. Ifthe loan is to be made at a relatively low rate such 
as is commanded by securities of very high investment quality, the 
right to resort of the insurance quickly, easily and with complete 
assurance of payment must be given. Lenders will presumably insist 
upon being certain that the effectiveness of the insurance is not con- 
ditioned upon collateral matters not within their control, such as, 
for example, the accuracy of cost and value estimates, final determina- 
tions of cost, questions of title, compliance of the mortgagor with 
statutes or regulations in applying for the insurance or otherwise, 

validity of the mortgage, and the like. 

H. R. 8637 would amend the present law to correct the more serious 
deficiencies and objections which now exist. Whether or not the 
formula for determining maximum interest which H. R. 8637 would 
introduce will prove acceptable in practice is a matter as to which 
opinions apparently differ. It is my view that this formula is lacking 
in flexibility, that it is cut too fine, and that it might result in a failure 
to achieve the desired result. Moreover, it seems to me that such a 
formula is of no benefit to anyone. If insured ship mortgages are 


a 
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attractive investments, funds will be available at competitive interest 
rates. A too restrictive formula on interest will in fact only remove 
the possibility of investment. : 

Mr. 'Totterson. Mr. Saunders, in your first paragraph you say that 
the amendments e flected by Public Law 288 made the situation worse 
rather than better. In what way did that occur? 

Mr. Saunpers. Well, Public Law 288 introduced two major factors, 
a reduction in the permissible amount of insurance from 100 percent of 
the mortgage to 90 percent of the mortgage, and it also introduced this 
interest formula based upon a finding as to prevailing rates as to un- 
insured mortgages in the locality at the time. 

That formula I don’t think would be satisfactory to anyone. It 
just doesn’t provide a workable basis, doesn’t provide any assurance 
that the interest rate as determined will remain unquestioned and 
will be a final and concluded transaction. 

Mr. Totuerson. The fact of the matter has been that under Public 
Law 288 no private financing was affected. 

Mr. Saunpers. I have read Mr. Rothschild’s statement yesterd a 
and I understand that there have been two small! applications unde 
that law as amended, and whether they have gone through or not Iam 
not quite sure. The amount was insignificant. One related to a tug- 
boat and the other was some relatively minor ship. 

Mr. Totterson. But generally speaking, financial institutions were 
not interested in financing ship construction ? 

Mr. Saunpers. That is correct, Mr. Chairman. 

Mr. Totterson. And you feel that the oo nt proposal is a betier 
one, but nonetheless you say that you doubt, or you at least have sume 
doubt that it will work ? 

Mr. Saunpers. Well, I think that the difficulty with the f« vig as 
it stands in the bill before you is that there is no assurance that it 
will work over a period of time. There may be a slight differen of 
opinion as to whether it would work today. Let’s assume that it: \ win. 
The chances are that over any given period of 10 years it wouldn't 
work, or there would be times when it wouldn't work. 

Mr. Totterson. Nonetheless, the existing law would still be in etfect 
even if Congress adopted this proposal and financing would be avail- 
able under the present law? 

Mr. Saunpers. That is as I understand it, sir 

Mr. Totterson. Mr. Bonner? 

Mr. Bonner. If the proposed bill won’t work then what would you 
suggest? How would you suggest it be amended so it will work ? 

Mr. Saunvers. Well, I think that there would be an assurance that 
it would work if we reverted to the formula set up in the original title 
XI, which merely set a 5 percent maximum rate. 

If federally insured ship mortgages are made attractive invesiments, 
as I think they would be under this bill, the competition of funds for 
investment will set a proper rate. 

I would also point out that the issuance of the insurance is not 
mandatory, and if there is any feeling on the part of the Secretary of 
Commerce that the rate is unfair he does not have to agree to the 
insurance. 

Mr. Totterson. On that point, of course if there isn’t any insurance 
there isn’t going to be any money loaned, either, is there‘ 
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Mr. Saunpers. No, sir; but I don’t think that affords a practical 
guaranty against a rate that is too high. 

Mr. Seety-Brown. Mr. Chairman. 

Mr. Toutterson. Mr. Seeley- Brown. 

Mr. Serty-Brown. Did I understand you to say that as far as you 
are concerned you would just scratch out the formula in the bill as it 
is before us 4 

Mr. Saunpers. No, sir, I wouldn’t scratch it out entirely. I think 
there would have to be a substitute there in which a maximum rate is 
set, as was true under title XI. 

Mr. Seecy-Brown. In other words that particular section would 
be amended ¢ 

Mr. Saunpers. That is right. 

Mr. Srery-Brown. That is all. 

Mr. Totierson. Mr. Garmatz, do you have a question 4 

Mr. Garmatz. No. 

Mr. Totterson. Mr. Mumma? 

Mr. Mumma. I don’t know anything about it. 

Mr. Totierson. Mr. Ray ¢ 

Mr. Rav. No. 

Mr. Totterson. Mrs. Sullivan ? 

Mrs. Sutiivan. No questions. 

Mr. Totierson. I think perhaps we ought to have some enlarge- 
ment on your comment with respect to the matter of the financial 
institution not wanting to rely upon the ship itself for security for 
the loan. You made the comment in your statement- 

Mr. Saunpgrs. That is right, sir. 

Mr. Totierson. That the hull values are extremely volatile. 

Mr. Saunpers. Well, we can take it from three aspects. 

First, in relation to the world price for construction. American 
construction costs are high, let’s say 50 percent higher than the world 
average, so that if a loan is made against a ship in terms of realizing 
upon that ship as an asset it has competition in the world market of 
equivalent ships built at lower cost. 

The second point is that, as I have said in my statement, 75 percent 
is a high ratio loan for any type of property, even the most con- 
servative stable property. For example, our legal lending limit on 
residential housing 1s 662, percent. 

Now, as to the volatility of the values of ships, that has been evident 
in the market over the years and we are all familiar with it. The ship 
prices—let’s call them second-hand ships—are up and down within 
tremendous ranges, so that a lender on a high ratio loan on a ship is 
going to have very little chance of collecting his debt. 

Mr. Toitterson. Now, I think that is true, very true as a general 
statement. Can you cite any specific illustrations of how ship values 
have fallen or risen ? 

Mr. Saunpers, Well, to my knowledge within the last few years 
the prices of American-flag T-2’s will vary from $850,000 to over 
$3,000,000. It is very hard to base a loan on values like that. 

Mr. Totterson. The values have gone up a thousand percent ? 

Mr. Saunpers. Yes, sir. 

Mr. Totterson. And have virtually dropped a thousand percent, 
too ¢ 
Mr. Saunpers. That is right. 
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Mr. Totierson. In other words, if a ship—— 

Mr. Saunpers. I think that is an unusual case, but a variation of 
a hundred percent or two hundred percent in value is not unusual. 

Mr. Totxerson. That is not unusual ? 

Mr. Saunpers. No. 

Mr. Seety-Brown. When you say you see no chance for overall 
sti ibility, do you think that that situation will continue? 

Mr. Saunpers. Yes, sir; I do. 

Mr. SEELY -Brown. You don’t see any stability in shipbuilding—— 

Mr. Saunpers. No, sir. I think shipbuilding has always been a 
feast or a famine business, and the shipbuilders are much more quali- 
fied to testify on that than I am, but I think that is a fact. 

Mr. ToLtteFson. Does anyone else have any questions ? 

Mr. Mumma. You loan more than 66 percent on Government guaran- 
teed housing ? 

Mr. Saunpers. Yes, sir, and we would on ship mortgages, too. 

Mr. Mumma. Thatis all. 

Mr. Totierson. Thank you very much, Mr. Saunders. 

Mr. Saunpers. Thank you. 

Mr. Totuerson. Is Mr. Azoy present ? 


STATEMENT OF GEOFFREY V. AZOY, VICE PRESIDENT, CHEMICAL 
BANK & TRUST CO., NEW YORK, N. Y. 


Mr. Totterson. Will you give your name to the reporter, Mr. Azoy, 
and identify yourself. 

Mr. Azoy. Yes, sir. I am Geoflrey V. Azoy, vice president of the 
Chemical Bank & Trust Co. of New York City. 

I have a prepared statement, Mr. Chairman. May I read it, sir? 

Mr. Toiterson. Yes, if you will. 

Mr. Azoy. Thank you. 

Among my other duties at the bank, I am the officer in general 
charge of our American-flag shipping activities. 

Mr. William G. Laemmel, who is also a vice president. of our bank 
in our bond and investment department, and I are appearing at this 
hearing for the following reasons: 

In addition to the important position the Chemical Bank occupies 
in the field of merchant shipping, as a responsible and patriotic 
American business organization we also have a keen interest in any 
legislative measures designed to promote the American merchant 
marine from the standpoints of national defense and of its general 
economic well-being in the field of international and domestic trade. 

We have as customers many American-flag steamship operators, in- 
cluding both subsidized and nonsubsidized companies, and we are 
naturally vitally interested in having their financing plans for future 
new construction arranged on the most economical and efficient basis. 

Also, as a substantial taxpayer, the Chemical Bank is anxious to 
reduce so far as possible all unnecessary advances of Government 
funds in the form of long- or short-term loans to privately owned 
steamship operators which, under proper safeguards, can be handled 
through regular private banking or investment channels. 

An attempt to effectuate this shift from Government to private 
financing was made during the last session of Congress in the form 
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of certain amendments to title XI of the Merchant Marine Act of 1936. 
This new law is, I believe, Public Law 288. 

However, in view of the highly cyclical nature of the shipping busi- 
ness in general and the somewhat unstable financial history of the 
American merchant marine in particular, running as far back as the 
days of the Collins Line more than 100 years ago, most sources of 
privately owned or controlled investment capital interested in the 
financing of new ship construction have felt that this legislation of 
last summer, that is, Public Law 288, did not fully accomplish its 
intended purpose. 

The reasons for this view, in which I concur, have been previously 
discussed in considerable detail and need not again be enumerated at 


this time. Such objections are. however, deemed to be valid under 
the circumstances and, so far as I am aware, little if any financing of 
new ship construction has been accomplished under the existing law. 


i i 
\s Mr. Saunders just stated in his testimony, I believe Mr. Roths- 
child before the Senate committee yesterday indicated that so far 
there had been a total of $2,700,000 of applications made for the financ- 
ing of one tugboat and the conversion of one C4 freighter under the 
law, but inasmuch as Mr. Hecht in his testimony 2 weeks ago before 


this committete indicated that the total aggregate financing which 


faces the replacement of the present merchant marine in the next few 
years may run as high as 3 or 4 billion dollars. I think we would have 
to consider that 2 million pretty much as a drop in the bucket. 

The proposed legislation now being considered is designed to cure 
the disabilities of the 1953 amendments and to provide a new type of 
financing vehicle which will find ready acceptance in private invest- 
ment and banking circles at lowest possible cost to the shipping 
compantes. 

It also understood to be the goal of the sponsors of this legislation 
to create an investment instrument in certain respects similar to loans 
and mortgages issued under the FHA and PHA Acts—parenthetically, 
[ would like to sav here that I hope these loans may be administered 
somewhat more efficiently than we have been led to believe by some 
articles in the public press—so that all bona fide American-flag ship- 
ping companies may be able to arrange their financing requirements on 
substantially similar terms regardless of size or—within reasonable 
limits—of individual credit standing of the several companies. 

From a practical standpoint, the field of ship construction financing 
should be divided into two main seements as follows: 

First. Temporary loans to be made during the period of actual 
construction and before regular preferred ship mortgages can apply, 
with maturities of perhaps 18 to 30 months. Normally, such loans 
would be handled through the commercial banks. 

Second. Final long-term preferred ship mortgage financing, to run 
for periods up to 20 years, which loans would come into being with 
the final completion and documentation of the vessel. Such long-term 
mortgage financing would in general be placed with such investors as 
insurance companies, savings banks, endowments and pension funds, 
private investors, and so forth, and the proceeds would be used to pay 
off the temporary construction loans. 

As my associate, Mr. Laemmel, will discuss the details and implica- 
tions of such long-term financing at considerable length, I am limit- 
ing my remarks entirely to the field of short-term construction loans. 
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Within this framework, it is my belief, which opinion I believe is 
shared by other commercial bs inkers, that the proposed legislation will 
in general constitute an important contribution to the realistic and 
economical financing of future construction for the American mer- 
chant marine and I urge its adoption. 

There are, however, two possible amendments to the proposed legis- 
lation as now drawn which I should like to suggest for the considera- 
tion of this committee, all with the purpose of incerasing the public 
acceptance of the proposed loans and mortgages from an investment 
standpoint. 

Mr. Chairman, since preparing this statement, I have been advised 
by some very eminent counsel that subparagraph (a) is really super- 
fluous, but it is very short and I would like to read it because I think 
it brings out a point I think is very important if we are going to 
gear the public investment market for acceptance of loans on ships. 

Proper safeguards should be inserted in the bill against the possi- 
bility of the 100 percent insurance being in any way diluted or vitiated 
through the application of any offsets representing real or alleged 
claims the Government may hold against the mortgagor for any rea- 
son whatever—including possible disputes as to amounts already paid 

payable on account of both operating and construction subsidies. 

Careful consideration should also be given to amending the appro- 
priate sections of the proposed bill so that no ceiling will be imposed 
on the maximum interest rates allowed on insured loans and advances, 
or—as an alternative—that the Secretary of Commerce be given au- 
thority to increase the 1 percent margin above the going rate on 20- 
year Government bonds whenever, in his opinion, the current state 
of the investment market jsutifies such action. 

It is my considered opinion that, over the long term, such an amend- 
ment will prove beneficial to the desired purpose of the proposed legis- 
lation, but as this matter concerning interest rates or long term may 
fall more properly within the scope of Mr. Laemmel’s remarks, I am 
leaving further discussion of this particular point to him. 

That concludes my statement, sir. 

Mr. Touierson. Mr. Bonner, do you have any questions? 

Mr. Bonner. No questions. 

Mr. Touierson. Mr. Seely-Brown ? 

Mr. Srety-Brown. I wish you would explain in a little more detail, 
sir, on page 4 of your statement, subparagraph (a), what is meant 
by “representing real or alleged claims the Government may hold 
against the mortgagor for any reason whatever.” I am a little un- 
certain as to what that actually means. 

Mr. Azoy. Well, I will tell you; what it really means is simply this, 
and the reason I put it in was this; and, as I say, I have been advised 
by lawyers that it is superfluous and unnecessary, but I know that 
I have discussed this question of private ship financing, American- 
flag ship financing, with a number of people who would normally 
be interested, perhaps, in buying securities of this sort, with invest- 
ment officers of insurance companies, savings banks, endowment funds, 
and so forth, and they have all said, “Now, this hundred percent 
Government guaranty sounds wonderful, but we have to be sure of one 
thing and that is that there can be no repetition, if we loan money, 
no repetition of this mixup which has occurred on Government sub- 
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sidy on the SS. United States Constitution whereby after we have 
loaned mone y in good faith and the loan has been made, some ‘de- 
partment of the Gove ‘rnment is voing to come in and say, ‘This loan or 
this subsidy was granted erroneously. We are setting aside the con- 
tract and we are going to look to the proceeds of the loan to satisfy 
part of the claims we still feel are due the Government under this 
dispute over construction subsidies. a 

Now, that is chihe a layman’s point of view, not a lawyer’s point 
of view. But I do think that if we are going to make this an attrac- 
tive package we must satisfy the investing public on that particular 
point. 

Mr. Seety-Brown. | am very glad to get that explanation. 

Mr. Touterson. Mr. Mumma, do you have a question ? 

Mr. MumMa. No questions. 

Mr. To_terson. Mr. Garmatz? 

Mr. Garmatz. No questions. 

Mr. Toiierson. Mr. Robeson ? 

Mr. Roprson. No, Mr. Chairman. 

Mr. Touierson. Mr. Ray? 

Mr. Ray. No questions. 

Mr. Totierson. Mrs. Sullivan ? 

Mrs. Sutuivan. Not at this time. 

Mr. Torierson. I think it can’t be overemphasized in the record 
that this matter of obtaining private financing presents a problem in 
connection with competing investments. In other words, unless we 
make private ship financing attractive the private investinent institu- 
tions are not going to be interested. Isthat not the fact ? 

Mr. Azoy. That is correct, sir. I think you will find out there is 
teriffic competition for investment funds right now. You have the 
utility companies—you probably follow the financial page of the 
newspapers. The utility companies are constantly advertising new 
bond issues for expanding their plant; big industrial companies are, 
and, of course, there has been this tremendous rush in growth of toll- 
road or superhighway financing by all of the States. 

I saw some compil: ition the other d: ay; over a billion dollars worth 
of additional toll-road financing is expected to come on the market 
before the end of the year. 

And, as Mr. Laemmel, I think, will bring out further, this whole 
investment market is a highly competitive thing, and I really don’t 
know of any line of nen stry that is any more competitive than the 
commercial banking, investment banking field. If you go to market 
with 3 or 4 different pieces of merchandise to sell in the form of dif- 
ferent. types of securities—the investors are a prettyt cold-blooded 
proposition—the investor is going to buy the investment which pro- 
duces the best yield consistent with the type of security and the 
attractiveness he believes it has, also the investment that will possess 
the proper amount of marketability so if he has to sell it he can sell 
it with reasonable dispatch and with a minimum of depreciation in 
price. So you simply have to tailor this. If you are coming into 
the investment market you have to tailor it to make it attractive to 
the purchasing public. 

Mr. Totierson. One question I have is in connection with the in- 
crease from 90 to 100 percent. Is that apt to result in any loss to the 
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Government? I mean by that, is it apt to result in any more loss 
than if the 90 percent figure was retained and even under it private 
money was invested ? 

Mr. Azoy. Well, now, let me see; I wouldn’t think it would, sir, 
because in any event you—yes, it might; it might, yes, because the 
Government in effect bids the ship in and pays the security holders 
90 percent, and if then the Government tries to sell the ship it might 
be able to sell it for just, say, the 90 percent figure, whereas, if it were 
a 100-percent guaranty and they in effect bid the ship in they have to 
pay to the holders of the bonds the full hundred percent and, again, 
the market value of the ship might be just the 90 percent. 

But on the other hand, I think there is one thing we shoul | always 
bear in mind, and that is that you are starting off with a 25-percent 
cushion. You take the price of the ship to the steamship company— 
let’s illustrate. 

You take a $20 million passenger ship, and let’s assume that the 
construction differential subsidy is $8 million. That means that it 
will cost the steamship company $12 million. 

Now, the steamship company has to put in 25 percent of that $12 
million, or $3 million, itself, and then borrows the remaining $9 
million. 

Now, as the ship will presumably have a useful life of 20 years, it 
will depreciate one-twentieth each year, but, on the other hand, the 
debt, mortgage debt, is being amortized one-twentieth each year, so 
the amount of the mortgage outstanding will go down right along 
with the value of the ship. 

Now supposing at the end of, say, 10 years, when the ship has been 
depreciated 50 percent and the amount of the original outstanding 
loan of $9 million has been reduced to $414 million; then suppose 
something goes wrong with the loan and the Government has to take 
the ship over and pay $414 million to the holders of the bonds, They 
still have not only the $444 million depreciated value that attaches 
to the amount of the mortgage, but they have that additional 25 
percent cushion, the ad litional $3 million cushion, which the steam- 
ship operators put in out of their own funds at the start, so there 
would always be a 25-percent cushion that the Government, for this 
90- or 100-percent guaranty, gains. 

Another point, too, frem strictly a historical standpoint, is that 
under the loans the Government has made itself in the past under 
section 502 (c) of the Merchant Marine Act of 1936, in that case the 
amount of the Government exposure was a full hundred percent, 
because they loaned 100 percent of 75 percent, and I have been told 
by a great many people that the Government has never suffered from 
any loan under that at all. 

So under this new law, even with 100 percent guaranty, the ex 
posure of the Government would be no more than it has been under 
the 1936 law, and still is if the provisions of 502 (c) could be made 
workable at the present time. 

Mr. Tortxerson. I thank you for that. Other witnesses have 
touched upon the same subject, but 1 feel we ought to make our record 
complete because there will be those other Members of Congress who 
will make inquiry into these matters 

Mr. Azoy. Yes. 
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Mr. Totterson. And I want the record as clear as possible. 

Mr. Srety-Brown. May I ask another question ! 

Mr. Totiterson. Yes. 

Mr. Seeiy-Brown. Assuming this bill passes, and assuming the 
am endments you have recommended are adopted, do you still think 
there is going to be any rush to the market on the part of the investor ? 

Mr. Azoy. Well, I simply know, sir—and there is another gentle- 
man here from another New York bank who ca n probably give you 
his views—I know that we have had any number of inquiries from 
our friends in the shipping business about financing under the provi- 
sions of Public Law 288, and with 1 or 2 exceptions—which are some 
of the very largest companies where the financing stands on its own 
feet on the credit of the company itself—with the exception of those 
1 or 2 companies, we have just told them we honestly don’t see that we 
can go along w ith them under the present law. 

Now, answering your question about any great rush of building, 
perhaps not for the next 3 or 4 years, but I think Mr. Hecht testified 
here 2 weeks ago that the great majority of the American merchant 
marine was constructed during the war years, and inasmuch as ee 
are supposed to have a useful life of 20 years, that would mean tha 
in the period, oh, 1958 to 1964, we are going to be faced with the 
problem of block obsolescence of substantially the entire American 
merchant marine, and that would, as I say, involve an expenditure 
of $3 or $4 billion at that time. 

Now, if I may just make this thing a little bit more specific, sir, one 
very large and strong steamship company has approached us with 
regard to financing the construction of two ships at the present time, 
which we are prepared to do regardless of the present law. 

They have also indicated to us that in the next 3 or 4 years they will 
have to replace the balance of their fleet, which will be 14 or 15 ships, 
at an average of $5 million apiece, representing a $75 million total, 
and we have told them their credit is good enough at the present time 
to finance the construction of two ships but we can’t take on 15 or 16 
ships in addition to that in the next few years just on the basis of 
their own credit. There they would have to rely on the guarantee 
of some such law as this. 

Mr. Srery-Brown. Do you feel legislation of this nature would 
be helpful or substantial in removing the boom-or-bust concept of 
ship construction ? 

Mr. Azoy. Iam sure it would be helpful ; I am sure it would. 

Mr. Totuerson. Mr. Zincke, do you have any questions ? 

Mr. Zrncxe. Yes, sir, if I may. 

To go back to paragraph 7 (a) of your statement, with respect to 
that paragraph, isn’t it a fact that we are talking about two separate 
contracts here, the first being the ship construction contract between 
the mortgagor and the Government—— 

Mr. Azoy. Yes. 

Mr. Zincke (continuing). And the second being the guaranty con- 
tract between the mortgagee and the Government ? 

Mr. Azoy. You are absolutely right. 

Mr. Zincxe. Well, now, in view of the fact that there are two sepa- 
rate contracts between differing parties, how did you ever reach the 
conclusion that any defect or change of attitude with respect to the 
first contract could affect the second one ? 
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Mr. Azoy. I think I said to the committee, and I hope I haven't got- 
ten my self in an indefensible position here, I think I said to the com- 
mittee—first of all, 1 am not a lawyer—that a couple of lawyers with 
whom I discussed this had told me it was not necessary and was prob- 
ably superfluous, but as I also think I told the chairman, I put this in 
more or less as my own idea because I wanted to accentuate the fact, 
Mr. Zincke, that when you are selling a bill of goods in the investment 
market the people, the buyers, are going to react very frequently in 
line with the normal public reaction, that they don’t want anything to 
do with any securities sold on American ships as long as there is any 
question of the subsidy being upset and the construction price being 
upset and the possibility of lawsuits being entertained by the Govern- 
ment or initiated by the Government against the borrower. 

Now, I realize fully, sir, that this is a contract between the Govern- 
ment—or I should say that the insurance of these loans would be a 
contract between the Government and the lender, not between the 
Government and the borrower, but we must, Mr. Zincke—maybe this 
isn’t the way to do it; let’s forget (a) and think up something else— 
but there must be some way that the story can be gotten over to the 
investor that if he buys one of the Government-guaranteed shipping 
mortgages he is not going to get in the middle of a hassel, get in the 
middle of one, I say, between the Government and the shipping com- 
pany as to how much the construction subsidy might be. 

Mr. Zincxr. Well, it is your opinion, then, that the provisions in the 
bill providing that the validity of any contract or commitment of in- 
surance so executed shall be incontestable in the hands of the mortgagee 
or lender or its assignee from the date of execution of such contract or 
commitment except for fraud or misrepresentation on the part of the 
mortgagee or the lender, is insufficient ? 

Mr. Azoy. No, I would say that that would probably cover it all 
right. 

Mr. Zincke. Now, just one more question. 

Assuming the existence of a valid mortgage commitment and a com- 
pletion bond on the ship, is there any reason for a Government guar- 
anty of the short-term loan ? 

Mr. Azoy. I think there would be. In our experience with comple- 
tion bonds—we have never worked a completion bond on a ship but 
we have done it on real estate financing—and our experience with com- 
pletion bonds, so-called—of course the term is used interchangeably, 
completion bond and performance bond—our experience has been 
pretty unsatisfactory with them in general, in this respect, that sup- 
posing we went ahead and started some temporary construction financ- 
ing on a ship on the basis of a ee ion bond and a mortgage takeout 
agreement, and the shipbuilder or the company building the ship got 
into financial difficulties and the: ‘re was a ship left half built. The 
insurance company would say in effect, the underwriter on the bond 
would say in effect, “Well, you go ahead and complete this ship and 
when you get it completed we will pay you what we think the extra 
cost of the comple tion of it should be.’ 

It is a very inexact determination, and we have found, our experi- 
ence has been on those completion bonds that they are a pretty nebulous 
thing and are rather unsatisfactory. 

If you could get the insurance company to take it over and say 
“Now you fellows go ahead and complete this ship,” that is one thing, 
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but that isn’t the way they work it. They tell you to complete it, and 
when you complete it and send the bill they say “Oh, no, this item is 
too hi oh and we want totrim this 10 pe reent.’ 

I don’t think we would be eamabiseel in financing under a completion 
bond. 

Mr. Zincxe. That is all I have, Mr. Chairman. 

Mr. ‘'ToLiLEerson. Thar k you, then, Mr. AZoy. 

Mr. Bonner. Let me ask one question. 

Mr. Totierson. All right. 

Mr. Bonner. In connection with your 90 and 100 percent security 
guaranty, when the Government is subsidizing construction, how 
much did you say— 

Mr. Azoy. Well, it would be—I said offhand around 40 to 45 per- 
cent, sir. 

Mr. Bonner. I thought you said 2d a reent. 

Mr. Azoy. No, I think I said take a $20 million ship, and assume 
that the Government—the construction differential subsidies on a 
$20 million ship would be $8 million: that would be 40 percent, Then 
that would leave $12 million, or 60 percent, which the company would 
have to advance. 

Now, of that $12 million, the company would put in 25 percent of 
12 million of its own funds, or $3 million and then would borrow the 
remaining 9 million. 

Now, let’s say they borrowed directly from the Government under 
the provisions of 502 (c), and inasmuch as we understand that that 
money is no longer going to be available for private ship construction 
they then, under the new law, would borrow that 75 percent, instead 
of from the Government under 502 (c), they will borrow it from the 
private investment market under the provision of this bill. 

Mr. Bonner. The Government has put in 40 percent ¢ 

Mr. Azoy. That is right. 

Mr. Bonner. And a lending agency will only take a 10-percent risk 
after the Government has put 1n L() percent ¢ 

Mr. Azoy. No, sir; it would take 75 percent—60 percent—take a 
LD percent risk. 

Mr. Bonner. The company has put in a portion? 

Mr. Azoy. The company has put in—well, why don’t you write it 
down, sir? The Governme nt would put in 40 percent, 

Mr. Bonner. So on the total, what percentage does the lending 
agency- — 

Mr. Azoy. The Government would put in 40 percent and the lend- 
ing agency would put in 45 percent of the cost of the ship—would 
put in 75 percent of 60 percent. 

See, the first 40 percent the Government puts in in the form of 
the—— 

Mr. Bonner. And that leaves 60 percent? 

Mr. Azoy. Yes: and the lender puts in 75 percent, 

Mr. Bonner. 60 percent left. 

Mr. Azoy. And the operator puts in 25 percent of the 60 percent. 

Mr. Bonner. The operator puts in 25 percent of the 60 percent ? 

Mr. Azoy. Yes, sir; and the lending agency puts in 75 percent of 
the 60 percent. 

Mr. Bonner. Let’s see, 25 percent of 60 percent is how much ? 

Mr. Azoy. 15 percent. 
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Mr. Bonner. 15 percent; then you would own 45 percent ? 

Mr. Azoy. That is right, sir. 

Mr. Bonner. And 90 percent is secured of the 45 percent ¢ 

Mr. Azoy. Well, we are asking in this bill to have it 100 percent 
secured. 

Mr. Bonner. A hundred? 

Mr. Azoy. A hundred; yes, sir; that is right. 

Mr. Bonner. It sounds reasonable, that 90 percent security on 45 
percent of the total value when the total value secures the 45 percent, 
doesn’t it ? 

Mr. Azoy. That is right, sir; surely. 

Mr. Sreety-Brown. That in fact—excuse me, Mr. Bonner. Had 
you finished ? 

Mr. Bonner. Yes. 

Mr. Srei_y-Brown. That 90 percent guaranty puts you in about the 
same class as the Government, doesn’t it ? 

Mr. Azoy. Yes. 

Mr. Srety-Brown. So, under the 90 percent clause, you and the 
Government would be in about the same position ? 

Mr. Azoy. Yes; but you have to differentiate between the philos- 
ophy of those two amounts. The 40 percent the Government puts 
in, that is 

Mr. Bonner. That is in there. 

Mr. Azoy. Yes, sir; you are right. The steamship operators do 
not get benefit from that; American labor and material manufacturers, 
and so forth, get it. That 40 percent is sort of over the dam. You 
have to consider the value of the ship in the international market as 
really being 60 percent of the total cost; the other 40 percent is out, 
so 40 percent is really a subsidy viven by the Government to maintain 
the American merchant marine in a competitive international market. 
That is not a loan; we never expect to get it back, but we hope to get 
our 45 percent back. 

Mr. Bonner. Therefore, under the remainder of the 60 percent, the 
operating company puts in 55 and you put in 45% 

Mr. Azoy. I didn’t get that: sorry. 

Mr. Bonner. We wipe out the 40 percent. 

Mr. Azoy. That is right. 

Mr. BONNER. And leave 60 percent of the value of the vessel. 

Mr. Azoy. That is right.sir. 

Mr. Bonner. And you put in 45 and the operating company puts in 





veo. 

Mr. Azoy. No, it puts in 15, because 45 and 15 percent together 
makes 60 percent. 

Mr. Bonner. | am just trying to eliminate bringing this ship down 
to world value. 

Mr. Azoy. All right. Sixty percent. 

Mr. Bonner. Then how do you divide that ? 

Mr. Azoy. Then you divide that 60 percent, the operator puts 
in cash 25 pereent of the 60 percent. 

Mr. Bonner. Twenty-five percent of the 60 percent? 

Mr. Azoy. Right; and they borrow 75 percent of the 60 percent. 

Mr. Bonner. Then the 75 percent is secured—90 percent of the 75 
is secured ? 
Mr. Azoy. That is the way under the present law. 


I 
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Mr. Bonner. So you have only got a 10 percent risk against the 
operator’s 25 percent / 

Mr.Azoy. Wait a minute, now. Well, the operator really is risking, 
of course, the full 60 percent because he is borrowing the money. 

Mr. Bonner. Yes, I know, but then you only have a 10 percent 
risk against all he puts in, and his res pons ibili ity ¢ 

Mr. Azoy. That is right; that is right. 

Mr. Bonner. The shipping business is in a very sick position, isn’t 
1t ¢ 

Mr. Azoy. Well, it really is, sir, and I think the reason that we 
felt that the 90 percent figure wasn’t quite enough to swing the deal 
is, as I tried to point out in my statement here, the shipping industry 
as a whole, the shipping business as a whole, is a highly cyclical busi- 
ness. 

I think a few years ago the Liberty ships were selling around $900,- 
000 and I think now you can get them for $300,000 or $350,000, some- 
thing of that sort. It is a highly cyclical business in general. 

Of course, charter rates, as you probably know, both for tankers 
and dry-cargo ships working it on an index number basis, oh, I think 
3 years ago charter rates were 265 percent and now they are down 
around 120, something like that, so it is a highly cyclical business. 

Then the history of the American merchant marine has been partic- 
_ unstable, Mr. Bonner, due to the fact that the Government 
over a period of years has changed its—it has always been a Govern- 
ment-supported industry, why back over a hundred years ago when 
the first American steamship line named the Collins Line tried to go 
in service. 

First of all they gave them a mail subsidy and the company pros- 
pered for 2 or 3 years; then they took the subsidy away and the com- 
pany went practically bankrupt; they put the subsidy back and the 
company profited again, and they took it away again and the com- 
pany set itself up under the British flag. 

You find that all the way through, and I think the average in- 
vestor will feel, particularly long-term investors will feel that 20 
years from now—right at the present time the Government is sup- 
porting the merchant marine through these construction subsidies 
and operating subsidies, but 15 or 20 years from now we don’t know, 
there might be a complete about-face in this whole attitude toward 
shipping, the construction and operating subsidies—well, only the 
operating subsidies would be a matter of concern on ships already 
built. The operating subsidies may be entirely withdrawn or sub- 
stantially reduced. Therefore, companies building ships on which 
bonds have been sold may go into receivership and you will be in a 
position of having an American-flag ship that you can turn back to 
the Government and get 90 percent of its present value, but the in- 
vestor will be left sitting holding the additional 10 percent, and the 
chances are he might never get it back. 

Mr. Bonner. You had quite an experience with the study of the 
American merchant marine, its operation and success, failures. 

Mr. Azoy. Well, yes, sir, I have spent a little time on it. 

Mr. Bonner. What is the trouble tod: iv that we can’t competitively 
operate ¢ 


Mr. Azoy. Well, that isa pretty tall order. I suspect-—— 
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Mr. Bonner. We have it before this committee not only with this 
bill, but with other matters we have, and it is from people like you, 
that is the only place that I know we can get any light or information. 

Mr. Azoy. Well, I was going to say, sir, that I wish you had asked 
this question 2 weeks ago when all of the shipping men were here 
because they probably could have given you a much better answer 
thanI. Iam just a banker. 

Mr. Bonner. Well, give it. I see you studied the question quite 
accurately and I probably might | ’ more impressed with your ans- 
wer than I would be with some others. 

Mr. Azoy. Well, all I would say offhand would be this, that it is 
slightly a vicious circle. 

American ships, due to the higher labor standards, which I don’t 
think any of us would argue about, are much more expensive to build 
and much more expensive to operate than foreign ships, and we have 
overcome the operating problem pretty well by the use of the operating 
differential subsidy. 

Mr. Bonner. Well, have we overcome it when we are only carrying 
about 22 percent of our foreign exports? 

Mr. Azoy. Well, I was going to get on to that, sir. That, of course, 
brings us back to the question of this law and your construction 
subsidies. 

The ships that we are operating now, the American merchant 
marine, are almost entirely war-built tonnage ships. There are a lot 
of Liberties, Victories, C—2’s, which is a very fine ship, and a scatter- 
ing of C-3’s and C-4’s and a lot of T-2 tankers, but most of the ships 
in the American merchant marine now—I am not talking about pas- 
senger ships; they are just sort of deluxe things. The whole works 
back of anything is the cargo ships, and that is what you are interested 
in, anyway. 

The great majority of American cargo ships are pretty much obso- 
lete, and since the war there have been, as a result of the war, engineer- 
ing advances made, both with regard to propulsion and cargo handling. 

The foreign nations have practically—they had to rebuild their 
merchant marines. Most of them were completely lost or wiped out 
by the German submarine and airplane attacks, and so forth, so they 
had no alternative. So they started to rebuild, and they built them 
with the most modern type of propulsion equipment, superheated 
boilers, and these things that you get much more horsepower and 
speed out of the same fuel consumption, with improved cargo-handling 
equipment where you run the body alongside of the wharf and load 
and unload in maybe a third or half the time you can with these 
American war-built ships. 

So now even those American cargo ships which are operating under 
subsidy agreement, from a competitive angle of efficiency and speed 
and economy of handling equipment, the number of days the ship 
lays in port, and so on, they are still operating under a handicap com- 
pared with the foreign-flag ships, and I think that is one reason why 
it is important to get this legislation or some similar legislation passed 
so that the American shipowners can start a wholesale replacement 
program of their rather obsolete war-built tonnage with modern, fast, 
efficient ships which ought to be able to compete on an equal basis then 
with the foreign-flag ships. 








56 FACILITATE PRIVATE FINANCING OF SHIP CONSTRUCTION 


Mr. Bonner. It is just as necessary for us to rebuild the merchant 
marine fleet as it is for the Navy to convert their type of vessel opera- 
tion ¢ 

Mr. Azoy. Well, I would think so. 

Mr. Bonner. We have difficulty selling that to the country and to 
the other part of Congress. Now, how would you suggest we proceed 
in that way? 

The reason I say that, the appropriations now don’t take care of the 
subsidies, do they ¢ 

Mr. Azoy. No, that is right, they don’t. 

Mr. Bonner. Now, then, we put our finger right on it. We have 
got to do something, and men lke you, and othevs, can enlighten us 
as to what we must do and how we can sel] this bill. 

Mr. Azoy. Well, Mr. Bonner, rather than take up the time of this 
whole committee with a lot of generalizations—— 

Mr. Bonner. I don’t want to prolong my questioning of you, but it 
has to come some way. 

Mr. Azoy. I would like to, if | may, sIr, sort of develop my ideas 
a little bit and maybe talk to you some other time. 

Mr. Bonner. It has to vet into these hearings so we Can show Con- 
gress. 

Mr. Azoy. Well, how are you going to sell it to the rest of the 
country. I think they should have just get to make up their mind, 
first of all, does the United States want a merchant marine or doesn’t 
it, and what are the pros and cons. 

Well, the pros 1s I see it, are, first of all, the question of national 
defense, which very important thing even in the so-called atomic 
age. Even if we operate from air bases abroad, as I understand it, 
you can’t supply all of the logistics with cargo transport. You still 
have to depend on an enormous fleet of merchant ships and tankers, 

id from the standpoint of national defense I would suspect that a 
modern, efficient merchant marine is an essential. 

Secondly, from the standpoint of trade, certain national trade, I 
uppose it is a little difficult to make this point that you are going 
to vet better service, the American manufacturer, the American ex- 
porter is going to get better service if his goods are carried in an 
American bottom than if they are carried in a foreign bottom, but, 
on the other hand, I know the Chamber of Commerce of the United 


Siates and other trade organizations constantly state that in a highly 





eampetitive market American MOOdS, if you have to rely entirely on 
foreign bottoms to transport them, can be discriminated against: 


they ca be left on the dock until the next time a ship comes around, 
\\ le they ire moving the Brit h wood . French goods, Dutch goods, 

hatever flag under which the ship flies, and if we are going to be a 
} or ¢ x porting Nati hand col tinue LO discharge our duties in the field 
ol ternational affairs, we have just got to have our own merchant 
nan to carry our own goods so we are not co npletely de} endent 


on foreign-flag ships. 

Mr. Bonner. Thank you, sir. 

Phat all, Mr. Chairman. 

Mr. Totterson. Mr. Zincke, do you have another question? 

Mr. Zincxe. Yes, sir. 

You compared this ship mortgage type of security with turnpike 
bonds and with utility bonds. Now, isn’t it a fact that the manner in 
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which you handle turnpike and utility bonds is by underwriting, I 
mean that you take the whole issue and then seek to dispose of it / 

Mr. Azoy. Yes. 

Mr. Zincxe. And if you have miscalculated your market you have 
whatever bonds you ¢ sano dispose of ? 

Mr. Azoy. That is right. 

Mr. Zrncke. Now, isn't it true that the 90-percent provision in this 
existing law was designed to place a somewhat similar responsibility 
on the lender? 

Mr. Azoy. I really don’t know. sir. I don’t know. I wasn’t in on 
that original discussion of this law at all. 

Mr. Zincxe. Well, let me ask it this way, then: In the event of a 
hundred percent guaranty, the lending institution is assuming no 

~~. whatsoever with respect to either the credit standing 

r the business prospects of the borrower, in the case of ship mort- 
auaaat 

Mr. Azoy. Strictly speaking, I suspect that is right. 

Mr. Zincxr. Now, have you any suggestion whereby some respon 
sibility, financial or otherwise, would be placed wpon the lender, prob 
ably similar to the obligation in an ee ¢ 

Mr. Azoy. I haven’t offhand, Mr. Zincke; no, sir, I haven’t. 

Mr. Zinckr. That is all, Mr. Chairman. 

Mr. Mumma. May I ask a question / 

Mr. Totterson. Yes. 

Mr. Mumma. Would the average interest on a ship mortgage be 
higher than on the Government bonds ? 

Mr. Azoy. Oh, I think so, sir. You mean a guaranteed ship mort- 
gage ¢ 
~ Mr. Azoy. Yes, I think so, sir. 

Mr. Mumma. In other words, you could just as well put your money 
with a hundred percent guaranty in a ship mortgage and get more in 
terest than you could putting it in Government bonds, is that about 
right ? 

Mr. Azoy. Oh, of course, yes sir. 

Mr. Momma, What is the difference? 

Mr. Azoy. Well, the difference is simply this, I think— 

Mr. Mumma. Service? 

Mr. Azoy. No, I think it is this, sir, that in the first place a Govern- 
ment bond is a Government bond, no question about it, and, of course, 
Government bonds, I guess they are the largest single, individual type 
of long-term obligation outsté anding. I know they are; of course, two 
hundred—what—seve nty—the total debt is 275 billion, something like 
that. 

Mr. Sre.y-Brown. It was. 

Mr. Azoy. It was. If you want to sell a Government bond, of 
course, you can do it in 2 minutes over the telephone or at the teller’s 
window at a bank, something of the sort. 

Mr. Mumma. Depending on what kind it is? 

Mr. Azoy. I beg your pardon? 

_ Mr. Mumma. I say, depending on what type Government bond it 
4 

Mr. Azoy. Well, I still think you could sell any one of them in 2 
minutes, sir. If you call a Government bond dealer he would make 
a price just like that. It is a very close and active market. 
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Mr. Mumma. Well, I will not fo into that. but the E bond— 

Mr. Azoy. Well, I said you could cash that at a teller’s window in 
a bank. In other words, Government bonds have a very ready market 
and a very close market. 

Now, the Government security obligations have always sold, even 
if they have a hundred percent Government guaranty, such as, I be- 
lieve, the FHA bonds issued under section 608 (Fi. Eve n those have 
always enjoyed 2 much higher—you see, they paid four and four and 
a quarter percent interest on those. These loans would be smaller 
than that. You have a contractual obligation, which never sells as 
gh as a direct obligation. I think the reason is probably, in one 
case it is a direct obligation and, on the other hand, you have a con- 
tractual obligation, and there is probably always some residual ele- 
ment of doubt as to whether the guaranty is quite as good as the gen- 
uine article. 

Mr. Serety-Brown. Would the hundred percent guaranty provision 
you suggest in the last page of your testimony go a long way to 
ward eliminating even that doubt you referred to? 

Mr. Azoy. Well, sir, if we could get Government ship loans with a 

1undred percent guaranty, either with section (a) in or out, if we 
= | get them down where the investment public would be ols id to 
take them at a price practically equal to Government obligations, no 
one would be more delighted than we would, because then the question 
of financing the American merchant marine would be in the bag. if I 
can use that expression, sir. 

Mr. Totierson. If you had the choice of investing your money in 
Government bonds at a fixed rate of interest or in a 100 percent se- 
cured mortage, which would you rather do, at the same rate of in- 
terest ¢ 

Mr. Azoy. At the same rate of interest ? 

Mr. Toiuerson. Yes. 

Mr. Azoy. I would rather ny tg Government direct bond at the 
same rate of interest, certainly, but there would be a premium above 
that where it would then be more attractive to buy a hundred-percent 
cuaranteed obligation than the Government bond, because the slight 
extra risk, if you want to use that word, would be more than offset 


by the higher return on the purchase. 

Mr. Mumma. What would the difference be, as a guess, one-half 
percent difference / 

Mr. Azoy. Well, in the way the law is set up here, sir, as you prob- 
ably know, we have provided here that the interest, the maximum rate 
of interest which could be paid on these hundred-percent Government- 
guaranteed ship loans would be set at 1 percent above the going rate 
for a 20-year Government direct obligation, and at the present time 
they are selling at about—there aren’t any 20-year Government obliga- 
tions outstanding now, but there is an 18-year and there is a 24-vear 
so you just plot it on the yield curve and it comes out to about 2.55 
percent. So if you added 1 percent premium to that, that would meat 
the maximum income that could be or rate of yield that could be de- 
rived from one of these Government-guaranteed ship mortgages would 
be 3.55 percent. 

Mr. Mumma. You could be getting 30 percent more return on your 
money on a ship mortgage than you could on Government bonds? 
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Mr. Azoy. Yes, whatever the 1 percent is of 3.55; about 30 percent, 
yes. 

Mr. Mumma. That isn’t bad. 

Mr. Azoy. No. And a lot of us feel that under present conditions 
they would actually sell once they got on the market and were fairly 
well known, that they would sell at less than that, perhaps 3.40, 3.353 
I don’t know the exact rate. 

Mr. Mumma. Well, this housing business, you get a debenture in 
the case of default in some forms of it ? 

Mr. Azoy. Yes. 

Mr. MoumMa. Whereas you have to wait 10 or 15 years to get the 
cash ? 

Mr. Azoy. Yes. I think that is, perhaps, one reason the interest 
rate has been up 4 and 414 percent, because if you have any trouble 
you have got a debenture back. 

Now, in this case you would get paid out in cash, and under those 
circumstances I think it is logical to expect the interest rate would be 
be lower than it would be under FHA loans where you have to get 
back a debenture rather than cash. 

Mr. Mumma. I heard this man Leavitt say he just passed it off; 
mortgage is nothing more than a Government bond whether it is “es 
30 or 40 years. He said make it 60 years and 3 you can sell them. And 
I thought in the ship business you are getting a pretty high differen- 
tial, with not much servicing in it. 

Mr. Azoy. Well, sir, if we can sell them—and this is as I tried 
to point out at the beginning of my statement; I am a commercial 
banker and, therefore, am pretty much confined to so-called short- 
term loans—but as Mr. Saunders, from Metropolitan Life Insurance 
Co., who just preceded me, pointed out, and as Mr. Laemmel, from 
our bank, who will follow me, and a couple of the other witnesses, 
Mr. Katzin, from the investment banking firm, will point out to 
you, sir, I think that all we are asking for is a type of security that 
we can sell to the public, because we are not going to hold many of 
them. They are going to be sold to the public, and what we want 
to try to do is get a package that is going to prove attractive to the 
public that we can sell. 

Mr. Totterson. Thank you very much. You have made a very 
fine statement. The committee appreciates what you have had to 
contribute to these hearings. 

Mr. Azoy. Thank you very much. 

Mr. Totterson. Mr. Laemmel. 


STATEMENT OF WILLIAM G. LAEMMEL, VICE PRESIDENT, 
CHEMICAL BANK & TRUST CO. 


Mr. Totterson. Will you identify yourself for the reporter, please. 

Mr. Larmaev. I am William G. Laemmel, a vice president of 
Chemical Bank & Trust Co., of New York City. 

Of recent date it has been my privilege to meet with members of 
the finance committee of the committee of American steamship lines 
to discuss proposed amendments to the Merchant Marine Act of 1936, 
as amended, to facilitate private financing of ship construction, recon- 
struction, and rehabilitation. 
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These amendments are contained in companion bills which have 
been introduced and are identified as S. 3219 and H. R. 8637. 

It is my pe rsoni al opinion, and that of my associates, that if this 
bill is passed i n its present form, shipowners will be able to secure 
private financing, under stable market conditions, of most of the 
shi p construction and rehabilitation which has heretofore been directly 
financed by the Federal Government. 

This, of course, will be accomplished by having the financing, both 
interim short-term construction loans and long-term serial mortgage 
loans, insured by the Secretary of Commerce, for which the ship- 
owners will pay insurance premiums to the Secretary of Commerce. 

With such insurance by the Federal Government, the shipowners 
should be able to obtain private financing at favorable interest rates 
in the open market. Without it, most of them are unable to obtain 
private financing in the open market. 

The foregoing assumes, of course, that the Secretary of Commerce 
W Hd exercise all the permissive powers in the bill, so that the interim 
short-term construction loans and the permanent long-term mortgage 
loans will be set up in a form and with terms which will be attractive 
to private capital. 

However, I have two suggestions which I believe will improve this 
bill. 


Sil 


ugeestion No. 1 deals with the maximum allowable interest rate. 
I understand why such a limit is made a part of the bill. I also 
believe that, under the stable market conditions existing today, financ- 
ing should proceed smoothly within this limit, although the rate 
would be very close to the maximum authorized by the bill, at least 
this would certainly be so during the introductory period of the 
hnancing. 

I assume, of course, that the rates applicable to the interim short- 
term construction loans and to the permanent long-term mortgage 
loans would be established separately, the maximum interest rate for 
each being based on the prevailing effective yield for 20-year Govern- 
ment bonds at the time the respective financing commitment is made. 

However, I particularly call the attention of the committee to th: 
fact that market conditions and mone y rates are not sts able and ths.t 
the difference in yields between one type of security and another of 
the same quality varies widely and is often inexplicable. 

For example, less than a year ago direct United States Govern- 
ment bonds of 20-year maturity sold off so that the yield increased 
by one-half of 1 percent, At the same time obligations of the highest 
quality, other than direct United States Government bonds, sold off 
so that the yield increased more than 1 percent. 

In order to insure a smooth flow of financing under all market con- 
ditions, I suggest it might be wise to liberalize this limit. A fixed 
statutory limit will never induce financing, but it may very well pre- 
vent financing at rates which would be perfectly reasonable under 
market conditions at the time. After all, the rate at which financing 
can be done will always be determined by market conditions, and it 
is easy to foresee how, after a period of seasoning for this new secu- 
rity, when its high quality has been established, the rate to be borne 
by the issues will be dictated by the investor, as will also the margin 
of profit to the underwriter and distributor, if only because of eompe- 
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tition on the part of both the investor and the distributor. This has 
been the case in the past with many other forms of Government- 
aided instruments of credit. 

[t is my considered view that the limit could be safely eliminated, 
but if it is still desired to retain some limit, a simple way to liberalize 
the aa ision would be to ad | the following clause at the end of the 
paragraph : 

Provided, That the Secretary of Commerce may authorize a higher rate if he 
finds such higher rate is reasonable in the light of then existing market conditions. 

e wieipaeor ally it is my understanding that any such authorized 
nerease in interest rates would be borne entirely by the borrower and 
al a acne whatsoever to the Government. 

Sugvestion No. 2 is to include in this very bill an amendment to 
section 5136 of the Revised Statutes. This section limits the amount 
of obligations of any obligor a bank may purchase to 10 percent of 
capital and surplus. I suggest amending section 5136 to exempt 
securities insured by the Secretary of Commerce under title XI of 

1e Merchant Marine Act of 1936, as amended. 

Such an amendment would likewise automatically free the banks 
to deal in these bonds as freely as they are already permitted to 
deal in United States Government obligations and other oblieations 
ouaral teed or me rely s sponsored by the K eder: al GGovernme nt. 

It should be apparent that such exemption for these bonds would 
unquestionably increase their marketability. It worked out this way 
for those alre ady exempted when they were originally brought to 
the market and there should be no reason why the same measure 
of benefit should not accrue to these new issues of shipping bonds. 
The anticipated large volume dictates the need for encouraging the 
most favorable and the broadest possible investment market which 
n turn should result in the lowest possib le interest cost for the bonds. 
Conversely, failure to give the bonds such exemption might be inter- 
preted as labeling them as less desirable obligations 

Looking at this program from a broad point of view, it is my 
considered view that banks may well be the largest single class of 
investor in these new bonds, and to assure their being a majer factor, 
their participation in the program from the very beginning must be 
encouraged. 

In summary, my first suggestion for improving this bill dealt 
with interest rates, an operational phase of the program which I 
feel should be given mature consideration. 

The other suggestion, for an amendment to the Banking Act. 
would unquestionab ly contribute directly to the success of the finane 
Ing by creating the most attractive atmosphere for an article here 
being designed for broad retail distribution, and by having it under 
written and sold, not by a segment of the Nation’s bond a 
but by the entire investment fraternity, which consists of the banks, 
both as investors and distributors, and the m: iny investment ‘diel 

Merchandisers would refer to this as “good packaging.” Why, 
therefore, should not these new shipping securities, reflecting as t] ey 
will the unconditional credit of the Federal Government, have the 
benefit of the most attractive wrapping at hand ¢ 

Accordingly, ] strongly urge the embodiment in this piec e of legis 
lation of an amendment to the banking statutes as an action of 
immeasurable value. 


45738—54——5 
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Gentlemen, I hope it is clear to you that this banking amend- 
ment must be made a part of this bill if it is to become immedi: itely 
effective. 

Mr. Chairman. in furtherance of this, I would like to have leave to 
submit a te hnical amendment to this bill ¢ rly ing effect to thi 11s recom- 
mendation. 

] greatly appreciate the opportunity afforded me to present my 


Mr. Totierson. With respect to your proposal to submit a technical 
amendment to the bill, we wou . l be pleased to have it. 

Mr. Larmmen. Allright, s 

Mr. Totterson. Now, I note our reference to the provision with re- 
spect to the interest. That in effect, as you say, is the position taken 
by Mr. Saunders in his statement that there ought to be more flexi- 
bility with respect to the interest rate. 


You say that any increase in the interest rate by the proviso you have 
suggested 
Provided, That the Secretary of Commerce may authorize a higher rate if he 
finds such higher rate is reasonable in the light of then existing market 
conditions 


You say that that increase woul: l not cost the Government anything ? 

Mr. Larmmen. That is right, 

Mr. Totuerson. That would cama the borrower himself ? 

Mr. LameMMEL. Yes, sir. 

Mr. Totterson. As I recall it, your other suggestion is the first one 
that we have had in connection with amending the Banking statute. 
I don’t reeall any other witness touching upon that. 

Mr. Larmmen. No. It may be objected to, also, and by a certain 
seoment of the investment — rnity. I don’t know what reasons can 
be given for objecting other than self-interest. 

Mr. Toi_erson. But your suggestion is that the shipping obliga- 
tions be placed in the same actegory, or the guaranty be placed in the 
same category as other i eerenien nt ae isthat it? 

Mr. LarmMet. Yes, sir, and Government-sponsored securities, such 
as land bank bonds, Federal Intermediate Credit Bank bonds. There 
are quite a few exempted securities. 

Mr. Totierson. And your suggestion is that the guaranteed mort- 

gages would be placed inthe same category ¢ 

Mr. LarmMen. Yes,s 

Mr. Totierson. Mr. aiennictibiell have any questions ? 

Mr. Bonner. No. 

Mr. Totiterson. Mr. Seely-Brown ? 

Mr. SEELY Brown. The second suggestion which you have made 
refers specifically to an amendment to the Banking Act. Do you be- 
lieve that that amendment can properly come before this committee? 

Mr. Larm™et..I am not sufficiently qualified to answer that, not 
knowing parliamentary procedure. 

Mr. See_y-Brown. There is a question in my mind whether or not 
this committee might not run into trouble with some other committee 
of the House if we tried to amend the Banking Act. I was thinking of 
the Banking and Currency Committee. We might very possibly run 
into an objection there. : : 

Mr. Mumma. Willthe gentleman yeld ? 

Mr. Srety-Brown. Yes. 


Se 
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Mr. Mumma. That provision somewhat in this nature was in the 
Housing Act which the Senate has now, and it was under title I] where 
the President had the authority to set the interest rate, and if you re- 
member, the whole business of title II was knocked out on the floor on 
account of this same provision. They didn’t want to give anybody that 
opportunity to set the interest rate. 

Mr. Totuerson. Well, that was with respect to the interest. 

Mr. Mumma. Well, the differential, like they would give the Secre 
tary of Commerce here. That is the thought I had. I happened to 
be on that other committee when it was up. 

You remember ? 

Mr. Van Pett. Yes. 

Mr. LarmmMen. Of course, mine is a suggestion, gentlemen, and |] 
think one for further consideration, to make this workable in any 
type ot market. 

Mr. See.y-Brown. Well, I appreciate exactly why you offered your 
suggestion, and I am certainly very gl: ri that you did. 

The question occurred to me as to whether or not that suggestion 
hould be put in here or whether that suggestion might not well ap- 
pear on all legislation governing the sale of Government bonds and 
securities. 

Mr. LarmMen. Well, you see the 5136 is a restrictive amendment. 
Banks may not purchase or deal in securities beyond, at least pur- 
chase securities beyond 10 percent, and they may not deal in obligs- 
tions unless they are specifically exempted for them to deal i 

Mr. Serry-Brown. Thank you. 

Mr. Totterson. Well, that is just one of those jurisdictional prob- 
lems that come up quite often. I doubt if we would have a great deal 
of difficulty provided we took it up with the Banking and Currency 
Committee ourselves. 

I think you make your suggestion at the right place because it does 
involve the overall legislation which we have be fore Is. 

Mr. Mumma. Could I ask one question ? 

Mr. Toiuerson. Yes. 

Mr. Mumma. Why couldn’t these bonds, instead of being put out 
at a fixed rate of interest, why couldn’t they ask for offers on them 
end see what the market is? 

LAEMMEL. That could be 

Mr. Mumma. That would be an option ? 

Mr. Larmmer. That could be. This bill will permit competition 
for the issues. I believe the issues will be competed for. That is 
why I think it is safe to give further consideration to this maximum 
interest rate which, under certain circumstances, could be restrictive. 

Mr. Torterson. Is there anything further? 

Does any other member of the committee have any questions ? 

Mr. Ray. 

Mr. Ray. On this insurance premium which you mentioned on the 
first page of your statement—— 

Mr. LAEMMEL. Yes, sir. 

Mr. Ray. I take it that is some part of the 1 percent that is referred 
to in the bill now before us? 

Mr. Larmmer. Well, I have heard mentioned, the premium rate is 
to be a half of 1 percent, the same as it is on—— 
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Mr. Ray. And what is that intended to cover ? 

Mr. Laermer, That is the premium paid for the insurance on the 
obligations of the borrower. 

Mr. Ray. Is it intended to build up a reserve to protect against 


losses ? 
Mr. Larmoe.. Well, if there were no defaults it would eventually 
grow into quite a pile of money 
Mr. Ray. Well, what I am trying to get at is, has it been computed 


with the objec { of sctiiliia such a reserve ¢ 

Mr. Larmmen. No. I haven't gone into th vat. I think that is a gov- 
ernmental fur ction, and its relatoins ip to the Maritime people with 
the shipowners—subsidy. 

Mr. Ray. Under the present 75 percent limit, that would be one- 
half percent of the 75 pe reent—— 

Mr. Larmmev. On the amount of the loan. 

Mr. Ray. And one half percent of the hundred pe reent of the limit 

s changed ? 

Mr. Larmmet., I am not making a proposal] alot g those lines be- 
cause that is an operating part of the general shipping setup. 

Mr. Tou FSON. Isthat all? Are there any quest ions ¢ 

Mr. Zrncxe. I have one question. 

Mr. Totiterson. Excuse me. Go ahead. 

Mr ZINCKE. Mr. Laemmel, you mentioned possible opposition to 
your amendment to the banking law based on self-interest. What is 
the nature of the self-interest to which you referred ¢ 

Mr. Larmmen. Well, there would be fewer people available to bid 
on these issues at the outset, unless this banking amendment were 
passed. 

Mr. Zincke. Well, you mean that certain portions of the investment 
fraternity are trying to limit the market ? 

Mr. Laremme-. I should think so. I should think they would wel- 
come full bank interest in this new governmental security. I can’t 
conceive of anything, any reason to object to this, because it is dis- 
tinctly beneficial to the borrower and makes a great contribution to 
the financing itself. 

Mr. Zincke. Well, just what class of investor would seek to limit 
the market by opposing this amendment ? 

Mr. Laremmen. I don’t think the investors would. The under- 
writers would. 

Mr. Zincke. The underwriter would ? 

Mr. Larmmen. The underwriters, please. 

Mr. Zincxe. That is al I have, Mr. Chairman. 

Mr. Larmmen. They have opposed this before. 

Mr. Totiterson. Thank you very much, Mr. Laemmel. 

Mr. Wriston. 


STATEMENT OF WALTER B. WRISTON, ASSISTANT VICE PRESIDENT, 
THE NATIONAL CITY BANK OF NEW YORK 


Mr. Totierson. Will you have a seat, Mr. Wriston. 

Will you identify yourself for the reporter, please. 

Mr. WrisTon. My name is Walter B. Wriston, and I am assistant 
vice president of the National City Bank of New York. 

Mr. Totterson. You may proceed. 
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Mr. Wristron. In response to your request we are glad to comment 
on some of the provisions of H. R. 8637, which we understand is de- 
signed to aid American-flag operators, both large and small, in ob 
taining private financing for new United States flag vessels by amend- 
ing certain sections of the present statute. 

The statute provides for Government insurance of 90 percent of 
ships mortgages, while H. R. 8637 raises this to 100 percent. In our 
opinion, this is a constructive and necessary change if the law is in 
tended to help the small owner as well as the large. Some operators 
m eht be able to borrow without any Government insurance at all, 
while certain | others would need 100 percent insurance in order te 
attract mortgage money. 

The existing statute states that the interest rate on insured mort 
oages should be 
substantially less than the going interest rates generally charged for uninsured 

ip construction loans or ship mortgages of similar character and in the same 

Asa practical matter, we foresee diffie ult) in atte mp iting to ao ite 
under such a provision in that the word “substantially” is subject to 
various Interpretations, 

Additionally, it would be difficult, if not impossible, to establish any 
Pong interest rates generally charged for uninsured ship construc 


* 


“e 


tion loans or ship mortgages : 
Private financing of this nature and the interest rate it might com- 

mand would vary directly with each individual case; in some cases 

private financing could probably not be obtained at all at any interest 

rate. H.R. 8637 substitutes a new interest formula based on- 

the estimated prevailing effective yield for Government securities which are 


subject to all Federal income taxes of 20-year maturity * plus 1 
per annum 


percent 


The RARE, rate on a Government-insured ship mortgage will, 
the last analysis, be determined by the money market at a given time, 
us such o ib lig: ations will have to « ompete for funds with ot * bonds 
of comparable maturity. An interest formula that may attract money 
today might not work at all at some later time; accordingly, it might 
be necessary to free the interest rate, subject to some statutory ceiling, 
in order to assure financing. 

The existing statute provides that insurance could be granted “upon 
application by the mortgagee.” It does not seem reasonable that the 
mortgagee should take the responsibility of application, but rather 
this burden should rest on the mortgagor. 

This is particularly important in the case of a trustee-mortgagee 
for a bond issue secured by a ship aerials since, pursuant to cur- 
rent banking practice, a trustee is never required or intended to take 
an active part in the management of the trust estate prior to an event 
of default. 

H. R. 8637 has quite properly, we believe, shifted the responsibility 
for the ap P lication to the mortgagor thereby eliminating this serious 
hurdle to financing. 

H. R. 8637 clears up another doubtful area in the existing legislation 
by providing that a mortang ge may be insured up to 75 percent of the 
estimated cost to the mortga 

* * * such estimated cost to be determined by the Secretary of Commerce 


prior to the execution of the mortgage, and such determination to be con 
clusive * * * 
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The lack of this assurance in the existing statute presented very real 
problems, since the lender must be absolutely protected in relying 
upon official estimates lest the insurance be invalidated at a later date, 
when the cost of the vessel is finally determined. 

In summary, we believe that, in principle, the effect of H. R. 8637 
will be to remove many of the factors which have deterred lenders 
from advancing money under the provisions of existing statutes, 

Ir. Touuerson. Do any of the committee members have any ques- 


tions ¢ 


Mr. Bonner ? 

Mr. Bonner. No. 

Mr. ToLtterson. Mr. Mumma ? 

Mr. Munna. No. 

Mr. Vo.tterson. Mr. Van Pelt ? 

Mr. Van Petr. No. 

Mr. Totierson. Mr. Ray ? 

Mr. Ray. No. 

Mr. Touierson. I think there must be general agreement that no 
body wants to buy a lawsuit in investing money in ship mortgages. 

I want to thank you, Mr. Wriston, for your statement and we appre- 
clate your coming dow n, as we do the coming down of other witnesses. 

Mr. WristTon. Thank you. 

Mr. Totterson. Mr. Katzin. 


STATEMENT OF JEROME S. KATZIN, OF KUHN, LOEB & CO. 


Mr. Totierson. Mr. Katzin, will you identify yourself, please, for 
the report Ee 

Mr. Karzin. My name is Jerome S. Katzin. I am a senior staff 
member of Kuhn, Loeb & Co., investment bankers, at 52 William 
treet, New York C ty. We have been invited by this committee 


to comment on the amendments to the Merchant Marine Act, 19236, 
proposed by H. R. 8637. 
This isa period of transition for the merchant marine. After al- 


; 


most two decades of large-scale governmental financing of new ship 
construction this Congress, at its last session, took steps to make it 


possible for private investn ent to begin to assume this function. 
Recognizing the need for some intermediate step between complete 
Government financing and conventional private financing, the Con- 


gress provided for insuring mortgages which could be sold to private 
investors. Experience, however, has shown that the present law has 
not accomplished its purpose of encouraging private investors to 
finance ship construction. 

My comments will be limited to the financial implications of the 
proposal now before you and to the reasons for making the changes 
suggested if ship mortgages are to be made attractive to investors. 

We approach these amendments with two premises. First and 
most important, steps must be taken to encourage and facilitate a 
shipbuilding and ship-operating program that will insure the con- 
tinuance of an efficient merchant marine, essential to both the com- 
merce of the Nation and to its defense. Second, to the fullest extent 
possible, the financing of this shipbuilding program should be done 
privately and the burden removed from the Federal Government. 
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Briefly stated, the proposed amendments will authorize the Govern- 
ment to insure loans during construction and mortgages on completed 
vessels constructed in accordance with the statute. The credit or 
mortgage may not, with certain exce Pp tions, exceed 75 percent of the 
up proved value of the vessel. Insurance premiums paid by the oper- 
ator will be available to assume the mortgage in the event of default 
and to the extent that the insurance fund may be inadequate pay- 
ments will be made from the general funds in the Treasury. Ap- 
prove «| mortgages, to be insurable, may bear an average interest rate 
not in excess of 1 percentage point above the yield on long-term Gov- 
ernment securities of approximately compar: able maturity. The obli- 
ration of the Government is fixed and incontestable exce pt for fraud 
or misrepresentation of the mortgagee. 

In the opinion of my firm these provisions, which we have closely 
studied, are fair, and securities secured by fully insured mortgages 
on new vessels should be salable. 

However, investors will be interested only if the security is carefully 
drafted and is fully backed by a Government guaranty similar to that 
under the United States Housing Act of 1937. 

| emphasize the latter point because some question exists in the 
minds of investors as to the extent of the Government’s obligations 
under the Merchant Marine Act. 

If there is the slightest doubt over the firmness of the Government’s 
obligation on these insured mortgages, these securities cannot. be sold 
at anything approaching the terms anticipated. We must assume 
that the Congress intends, and the language of the statute will clearly 
provide, for a firm Government obligation which is clear, definite, and 
unalterable. 

It is also essential that the Government insure the full amount of the 
mortgage if the widest market for these securities is to be obtained 
-_ at reasonable interest rates. Anything less than a full guaranty 

ill not achieve the kind of broad market needed to finance a program 
of this magnitude. 

The chairman asked Mr. Azoy a question a little earlier as to the 
difference between the 90-percent and the 100-percent guaranty as to 
the ultimate liability of the Government, and I endorse what Mr. 
\zoy said, but I will make this addition, that to the ouhelt the insur- 
ance fund, which will be accumulating at a pretty good rate through 
the years, builds up to a point where the Government can assume 
these mortgages without further liability to the Government it makes 
no difference at all: it will come out of the insurance fund, and what 
we hope for here is the building up of an insurance fund so there will 
be an adequate sum to insure any more mortgages in case of default, 
just as with the savings-deposit insurance we have. Through the 
years quite a substantial sum has been built up with that charge paid 
in, and that is quite sufficient to cover any deficiency through banking 
defaults. 

Mr. Touiuerson. I am olad to have that point for the record. 

Mr. Karzin. This brings us to a consideration of the interest rate 
which will be required to make these securities salable. 

Here it is necessary to point out that although a vast amount of 
private corporate, governmental, and municipal financing has taken 
place since the war, and despite the fact that my firm for many years 
has been closely associated with the financing of this Nation’s trans- 
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portation facilities, we feel at this time that it is impossible to state 
with certainty the rate of interest required to attract sufficient amounts 
of capital to finance what may be a ship construction program of 
ver laa re proportions. 


Since 1936 almost all financing of this type has been done directly 
by the Government, except in those instances where tankers and other 
pecial purpose vessels have been constructed and financed on the 
basis of the general credit of the operator. These mortgages, there- 
fore, will be novel to our contemporary investment markets. 

This somalia has significant consequences from an investment point 
of view. It means that the securities representing these mortgages 
will have to compete for investment funds with better known and, 


therefore, more m irketable securities. 

It means that until the securities have been seasoned and the market 
has found its level, interest yields may have to be somewhat higher 
in order to attract more venturesome « Arey 

It means also that a great amount of missionary work will have to 
be done by the issuing companies and by underwriters to educate in- 
vestors to this new type of security and to its characteristics as an in- 
vestment medium. 

Asa matter of fact, the first few issues, even with the full insurance, 
may prove difficult to sell just because the idea is new. In time, once 

pattern has been formed and outstanding issues demonstrate good 
performance, the task should become simpler. 

Until this seasoning has taken place and an acceptable type of se- 
curity provided and successfully marketed, the ship operators and 
the Secretary of Commerce should be permitted to explore various ap- 
proaches until they arrive at the most economical and effective type 
of financing instrument. 

The propos sed maximum interest rate is intended to provide part of 
this necessary flexibility, although it will not afford much margin to 
spare. We think the rate should . adequate in the present market. 
But of course I should add that no one can forecast markets over a 


long term and since we are talking about a construction program well 


into the future it may very well be that with large changes in the 
interest rates this differential would not prove adequate. 

There could be serious ramifications should the maximum rate turn 
out to be inadequate. Toa great extent, the sufficiency of the interest 
rate will determine the prospective aggregate amount of securities 
that can be offered. Moreover, the initial offerings, if unsuccessful, 
will make impossible further financing except on different and sub- 
stant ially more desirable terms. 

Some differential above the rate on Government securities is re- 
quired even w ith full insurance. The committee should bear in mind 
that these securities are not a direct obligation of the Government. 
Various legal steps will be re puired i in the event of a default before the 


Government obligation on the insurance becomes due. They will not 
qualify for investment whe ial rect Government obligations are speci- 
fied, as they frequently are for certain kinds of trust funds. 


These securities will bear no tax exemption as do those issued under 
the Public Housing Act. Unlike the securities of the International 
Bank there is no substantial dollar fund out of which the insurance 
— be paid, although the accumulation of premiums may in time 

build up such a fund. 
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The yields on these securities, when seasoned, will be determined 
wholly by the competition of our free money market. If these insured 
mortgages prove the desirable investments we all want them to be, the 
competition of investors will force the interest rate down from the 
maximum set in the statute. 

The main consideration should be to provide em igh flexibility to 
pel this Important program underway. Competition and the avail 
ability of funds will eventually set the proper interest rate. ‘Too low 
a statutory ceiling will not force interest costs down; it may, however, 
make the program impossib le. 

Mr. Mumma asked « question, I believe of Mr. Laemmel, as to 
whether a single interest rate would be required for the whole issue. 

Interest rates even on Issues coming to the market simultaneously 
will vary somewhat with the credit of the issuer, just as in the present 
Public Housing Act bonds where there is a group of securities where 
maybe Biloxi, Miss., is building a housing project at New York City. 
There will bea sheht differential based on the credit of the issuer even 
though both are backed by the guaranty of the Government. 

Secondly, these securities going over 20 years will probably have 
serial maturities: in other words, they will be paid off a part each year, 
and those securities maturing earlier, 1 urally, will bear a lowe 
interest rate than those having a iong term because of ereater risk, 
so you may very well have available coupon rates for each maturity. 

May I express our appreciation to the committee for this oppor 
tunity to testify. I hope our comments will be helpful to you in your 
consideration of the bill. 

Mr. Totterson. Thank you very much for coming before our com- 
mittee and presenting your statement, 

I want to ask you in connection with the more flexible interest 
rate, did you hear the language suggested by Mr. Laemmel to be 
in lded to the paragraph ¢ 

Mr. Karzin. Yes. Mr. Laemmel would oive the Secretary of Com 
merce the power to increase the rate, if necessary, but [ believe a 
tatute phrased that way would create a presumption in favor of the 
fixed rate in the statute, so that I —_ that might very well be work 
able because then the Secretary ot ‘Commerce would have to over 
come the presumption of the statute - order to raise it and I think 
that would afford sufficient restraint agaist any ibuse of discretion 
In that connection. 

Mr. Toutnerson. I eather that the language, then, that he suggests 
would he satisfac tory to you! 

Mr. Karzin. Yes: sir. 

Mr. ‘Touuerson, | might Say to you that if, after elving it further 
thought, you have some suggestion with respect to the different langu- 
age we would appreciate having it. 

Mr. Totierson. All right, sir. 

Mr. Zincke. May I ask one question ? 

Mr. Touierson. Yes. 

Mr. Zinckr. Have you any meen for placing some degree of 
responsibility upon the mortgagee for the credit rating or the busi 
ness prospects of the mortgagor ¢ 

Mr. Karzix. Well, the more responsibility you place on the lender 
of the money, the more risk you put on him, the higher interest rate 
he demands. 
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Mr. Zincxe. Well, there is no risk at all under the present setup, 
is there ¢ 

Mr. Karzry. Yes, there is risk. An institution that invests large 
sums of money in order to maintain a fixed yield to support its own 
security has to keep that money working all the time. If these securi- 
ties vO into default they have, first of all, the loss of interest until 
they can get their money and reinvest it. They have the expense of 


reinvestment. 


It is not a satisfactory t] x for an Institution to have to terminate 
a planned investment sudde nly. They are very much interested in 
ny : ntaining the security on a voi! Oo basis. and there is a sufficient in- 
ducement there for them to watch over the mortgagor. 


Mr. Zinckr. Now, you are referring to the ultimate purchaser 
of the security and I am referring to the mortgagee, the one who 
makes the original arrangement. 

Mr. Karztn. Well, once the securities are distributed—now, we, as 
an underw riter, for example, say we issue a sel ies of bonds based on 
a ship mortgage. There will be a trust instrument and securities 
distributed to the public 

\t that point, except for our reputation as investment bankers and 
the securities that we have issued, we have no further investment in 
that security and as responsible investment bankers we would want to 
see that the securities we have sold to the pub lic maintain themselves, 
and although we would not be compe nsated in any way in the future 
for that, that is part of the underwriting job we do, and whether it is 
a hundred percent or 90 percent guaranty doesn’t affect our responsi- 
bility in that connection and it makes no difference at all. 

Mr. Zincxe. That is all I have, Mr. Chairman. 

Mr. Totierson. Does any member of the committee have any 
questions ¢ 

Mr. Bonner ? 

Mr. Bonner. No. 

Mr. Toituerson. Mr. Ray? 

Mr. Ray. No. 

Mr. Totierson. I want to thank you, Mr. Katzin, for appearing 
before the committee. We apprec late it very much. 

Now, our time is running short. 

Mr. Dewey, I have you next on the list, but could you be available 
tomorrow as well ? 

Mr. Dewey. I will not be available tomorrow. I can abstract my 
statement in about 5 minutes. 

Mr. Totierson. All right, if you will, then. 


STATEMENT OF RALPH B. DEWEY, PACIFIC AMERICAN STEAMSHIP 
ASSOCIATION 


Mr. Dewry. My statement has been submitted for the record, Mr. 
Chairman, and I would just like to highlight five points in that state- 
ment which Pacific American Steamship Association would like to 
contribute to the record on pie legislation, 

I will identify myself. am Ralph B. Dewey, Washington repre- 
sentative of Pacific Sel an Steamship anton iation. 

The five points that I would like to make, which are incorporated in 
my statement, are, first, that the passage of this legislation will not 


ooo 
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provide, in our view, a complete solution for the problem of vessel 
replacement. The entire economic climate wherein a ship operator 
approaches the replacement period is really what governs, and the 
method of financing comes into play only after a whole series of ve ry 
complex problems have been answered. 

The matter of Government aid in the trade route he operates; the 
matter of Government policy in the countries where his ships call; 
the matter of the dollar exe hange position of those countries and 
whether they will use that dollar exchange if it is in short supply as a 
weapon to reserve the movement of their own commodities on ships 
flying their own national flag—there are a whole series of these ques- 
tions that have to be answered first, and we call the attention of this 
committee to that fact, that it is only really part of the entire problem 
that the American merchant marine faces at the moment. 

lhe second point is political consideration, which we feel is of 
utmost concern. 

We have heard : abou t | loc k obs ole scence whi | is Frc 1 Y us al 
the 18th, 19th. and 90t} vear of age of our present me rehant sh ps. 
This is an astonishing thing when we think that if, without the use 
of private financing, through guaranteed mortgages, we were as an 
industry required to come in through the Government an ( ne ir vr 
tions of the Merchant me Act for all of our money, if t be 
possible the Congress ild be asked to appropriate an amount ap 
proaching t three quart ers of a billion dollars per year for about 5 
vears 

It is an astonishing figure and it is a political figure which, as 
economic entities, the ship operator must cope with at this time. And 
with that in min id we support legislation which will provide the in- 
centive whereby private investing institutions can join with us in 
private enterpr ises which ry reduce the need for congressional ap 
propriations, ‘because even if a hundred percent of what we consider 
to be our replacement cost i: the end of the 20-year life of our present 
fleet, even if all of the private portion were to be taken care of through 
private financing, there is still the subsidizable portion of those ships 
which are privileged to receive subsidies, and that portion itself, as 
Wwe see it, 1s cong to amount to something like 400 to 500 million 
dollars a year in ap 39st pege and that scares us politically. 

To add to that, that portion which would hi ave to be financed would 
not be availab le from the private market and would have to be financed 

hrough title V features of the Merchant Marine Act. 

If you add that to the known factor of the subsidizable factor, the 
figure becomes astronomical in terms of appropriation by the Con- 
gress, and to the extent that that can be whittled away by private 
financing, I am for it 100 percent. 

I would like to comment on the interest rate probler l. It is a 
little difficult for us to enter into the discussion as to whether the 
rate should be pegged or should be fluid. It seems to us, however, 
that the rate, whatever it is, cannot be an an lount so much greater 
than the Government rate as provided in title V, 314 percent, cannot 
be so much greater that it provides a large differential hubdeas n the 
financing of one operator who finances privately and another who 
finances through the Government. A differential so great would put 
him out of competition with his American-flag counterpart. 
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Mr. Tcuierson. In other words, if the interest rate is too high, you 

re not going to even try to bo rrow from a private financing institu- 
tion because it adds to your operating cost 

Mr. Dewey. Well, I don’t want to put it that we wouldn’t try, Mr. 
Chairman, but it is just the reality that we would probably draw away 


from the investment if it vot to 2 OI > percent higher than the Gov- 
ernment rate in title V. It is a decision, really, that an operator has 
to make at the time. its wicakc oF'D it now is all in terms of prognosti 


ition, but it seems to me that the rate, if it were flexible and fluid 
and it were perhaps to go to a rate 29 or 3 perce ni higher than the 
Government rate, the ope rator would, just by the mere fact that the 
other form of financing is available to him at 3 percent, say “Well, 
ean’t afford 5 or 514. TI have got this other alternative and I am 
voing to go back to the Government and seek title V financing at 
14, percent because I can’t afford 5 percent. 

The title V finanein or remains in the legislation. We feel it is 


oequal with the private financing. 


Several of the financial witnesses this morning have suggested 
mavbe they unde acca this more than I d —suggested that this super 


sedes, perhaps, the Government financing features of the title V in 
the Merchant Marine Act whereby the Government does financing. 

Mr. Touierson. T haven’t obtained that impres lon from anybody, 

Mr. Dewey. Tam glad to have that corrected by the Chair, that that 
impression was not left, because both the Government and private 
final ‘ing should, in the omTeon of the Merchant Marine Act, 
be coequal, and certainly the ship operator, as a matter of policy and 
a matter of mandate, perh aps, from Congress, should exhaust all 
of the possibilities under ne ivate financing the at t might be available to 
him. nder the passage of this le ois lation. 


Mr. Torierson. Let me iterject a thought there. 
You are saying in effect at the provisions of 505 might act as a 


brake on the interest — voing too higl 1 under the present proposal ? 

Mr. Dewey. It is another way of putting it, Mr. Chairman, that it 
would act as a brake, and to carry it one step further, it is not only asa 
brake on the interest rates voOln ~ too high under the present proposal ? 
problem to look over his shoulder at the 314 percent rate at the time 
the private rate is 5 percent, and being a realistic investor himself, he 
doesn’t want to go into a 2U- year t hing at 5 percent ne at he could get at 
314 percent, and parallel with that, the Gov nment has by the statute 
an obligation to finance the ship oe n private financing is not available. 

Now, the term “not available” is a relative term which means not 
available within the financial ieee of his own operation, it 
seems to me, so we look upon both private and Government financing 
as coequal and would like to leave that impression with this committee. 

Mr. Totirrson. I think that is the impression, at least the impres- 
sion I have had throughout the hearing. We have touched on it 
several times. 

Mr. Dewey. I do want to call the attention of the committee to one 
comment that was made by a prominent banker to the Senate Merchant 
Marine Committee last fall in San Francisco. 

Mr. Russell G. Smith, executive vice president of the Bank of 
America, when asked about the 100 percent against the 90 percent 
feat ires of the mortgage provisions of the Merchant Marine Act stated 
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that he did not feel that 100 percent would add very much incentive, 
in his view, to the private financing, and he exp Jlained that in terms of 
his reluctance to nan money to anybody that coul In’t make money 
with the money he loaned: that t he whole economic framework within 
which the operator app yroached the bank or the banking institution 
witha proposition woul l govern, and that the 1 100 pe reent or JO percent 
mortgage was a feature which he would look at on ly after h e decided 

Mr. TOLLeFson. You have his statement — 

Mr. Dewey. I have that comment on pages 5 and 6 of my testimony 
If vou would like me to read it, I will. 

Mr. Totzerson. It is short. I you will, just read that. 

Mr. Dewey. All right. 


‘ > ve 
Senator Potter asked: 


that the loan was a good loan anyway. 


Would the incentive be greater if it (the Government guaranty) was 100 percent 
ther than 90 percent? 


And Mr. Smith answered: 


I don’t believe it would be an incentive, Senator: perhaps, in slight deg 
What I am trying to emphasize is this, Senator, that in the Federal Housing Act 
the Government, through mutual insurance, insures mortgage loans. But banks 





would not make mortgage loans if they thought the buyers of the houses were 
going to default under the loans and the banks were going to have to forecloss 
and look to the guarantor. 

Senator Porrer. In other words, whether this law (Public Law 288, 88d Cong.) 
will bring about the desired effect depends upon the economic stability and the 
long-range outlook for the shipping industry. 


Mr. SMITH. Precisely. It takes more than a guaranty to bring about a trans 
action between borrower and lender. The borrower has to be sure that his lo 
Si} profitabl undertaking for him, and the banker wants to be assured that 


is going to be profitable so that his loan may be repaid. 


eryone learns early in their banking days that the best way to lose a friend 


is to let him guarantee a note that is not going to be paid 


And if oe interpret that opinion from one banker as being at all 
iniversal, Bs th nk that the whole ap proac h to this legislation must be 
that the banking and investing fraternity is by nature conservative ; 
they do not want to lend money tos anybody that can’t mke a profit with 
it, and those are the things that will govern in the 1LO0- or 90 percent 
guaranty. 

I mention that for the simple reason that this committee is ¢] arged 
with so many of the answers to the economic framework within which 
the ship operator approar hes the institution, lending institut on, that 
I think it should be emphasized in these hearings. 

Mr. Totuerson. I am glad you emphasized the fact that there are 
other things in the American merchant marine oth r than finan ne. 

Mr. Dewey. One other point. It is our view that if the lending 
nstitutions are in the enterprise with us, it is an extreme ‘ly he thy 
thing. For too long lending institutions even in our seal hoard States 
have had very little to do with ship financing. They have been, pet 
haps, not cognizant of the merchant marine problems because as in 
vestors they have not been interested in that type of investment. 

We are optimistic that this legislation will open up new avenues 
of investment to private institutions. We feel they will be brought 
into a business which has with it many problems. As an industry 
perhaps we have been fighting some of our battles alone just a little 
bit too long. 
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We feel that if the lending institutions are in the enterprises with 
us, it would be a healthy thing, both at the community level, State 
level, and National level. 

We feel the shipping business is everybody’s business in this coun- 
try, and to the extent that it becomes that, it will be, perhaps, an 
answer to the questio1 that Mr. Bonner asked earlier in the testi- 
mony, “How do we sell the American people on the American mer- 
chant marine?” To the extent that they are all in it investmentwise 
they will be in it, because they are going to watch their investment. 

Mr. Totterson. Thank you very much. 

Doat \ of the con mittee members h ive any questions ? 

Mr. Mumma. I have one. 

Is the indieation that the future looks favorable for shipping in the 
Pacific? I notice the Mattson Line is going to go ahead with two 
boats. Is there any reason for them to go ahead with money on 
deposit with the Government ¢ 

Mr. Dewry. You are speaking specifically of the Mattson enter 
prise ¢ 

Mr. Mumma. Yes. I notice in the paper they are going to go ahead 
with two passenger ships. 

Mr. Dewry. That is right, sir. 

Mr. Mumma. Does that mean they regard the future in the Pacific 
very good for shipping ? 

Mr. Dewey. I would assume that public statement by them would 
indicate their long-range optimism in the oceanic trade, trade with 
Australia, trade with the islands of the southwest Pacific. 

Mr. Mumma. Don’t they have a lot of money on deposit with the 
Government for rebuilding their ships? I thought maybe— 

Mr. Totierson. There is a reserve fund to which they must con 
tribute. 

Mr. Mumma. That is all. 

Mr. Totuerson. Thank you very much, Mr. Dewey. 

I am sorry that our time has run so short that we could not hear 
your whole statement, but it will be inserted in the record. 

Mr. Dewry. Thank you for the time afforded me, Mr. Chairman. 

(The prepared statement of Mr. Ralph B. Dewey is as follows :) 


STATEMENT OF Ratpn GL. Dewey, PActrIC AMERICAN STEAMSHIP ASSOCIATION 


My name is Ralph B. Dewey I am Washington representative of Pacific 
American Steamship Association, a nonprofit association of the 12 principal 
American-flag steamship companies operating on the Pacific coast. My appear- 
ance at these proceedings is to express our wholehearted support for the proposed 
amendments to title XI of the Merchant Marine Act to facilitate private financing 
of ship construction. 

In indicating this support, however, our association takes this opportunity to 
present certain comments which we feel have not been thoroughly explored in 
these proceedings to date. 

lL. Passage of this legislation wil! not provide in our view a complete solution 
for the problem of vessel replacement, which now faces the American ship 
operator and will continue to face him to an even greater degree in the years 
that lie ahead. This legislation must be considered within the framework of the 
entire economic climate in which the American ship operator finds himself. 
The manner of providing an incentive for the private financing of his vessel re- 
placement needs is only a part of the problem, albeit a most important part. 
Before the shipowners themselves commit their own funds to a construction 
program, and before they ask either the Government or private capital to join 
with them in a long-term 20-year venture, they need to have a much clearer 
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answer to many perplexing problems than they now have. The answers to some 
of these problems must be found by the vessel operator himself: other solutions 
are attendant upon what the United States Government, as well as what foreign 
governments in his trading area. are going to do. 

A few of these questions are: 

(a) Does the dollar exchange position lend itself to long-term private 
financing of foreign trade; or will loans and grants from the United States 
be required to sustain the balance of payments of countries in their trading 
area? 

(b) If United States aid is a factor, will it be of such nature as to guar 
antee his participation, and to what extent? 

(c) If the dollar exchange position of the countries of his trading area 
is weak, will foreign governments tend to restrict the use of dollars for 
commodities being shipped on vessels flying their own national flag? What 
other measures will foreign governments be likely to take to protect their 
own shipping industry? 

(7) What is the outlook for marketing in the United States for products 
imported from countries on his route? As substitutes or synthetics crowd- 
ing out the natural product? What influence will changes in industrial 
processes or consumer habits affect his volume of trade? 

(e) Can he compete with foreign flag vessels in his route without sub- 
sidy aid? If he is under contract with the United States Government for 
subsidy aid, will the aid be sufficient? Will the Government meet its con 
tractual obligations on time? Will he himself be able to continue to operate 
at a profit under the terms of his contract? 

(f) What is his position in the trade route in terms of competition not 
only with foreign flag but with American flag lines? Is his personnel 
sufficiently educated to the nature of the trade and the needs of the shippers? 
Can they garner a sufficient portion of the commercial cargoes to fill their 
ships? 

(7g) What is the military situation in his trade route? Will the possi- 
bility of wars or police actions add or detract from his outlook for cargoes? 
What will the military policy be toward tendering military cargoes to his 
vessel? Will his position in the present priority lineup as to military 
cargoes be continued? Will it be adjusted in his favor; or will it be adjusted 
to his detriment? 

(h) Onee construction contracts are made between the Government and 
an operator, will they be final and binding on both parties? 

It goes without saying that these and other considerations are inherent in the 
whole problem of replacement of the American merchant marine to which the 
subject bill addresses itself. However, it is our contention that a solution to 
the method of financing ship construction through private channels deals more 
with the effect of our problems than it does with the causes. 

2. There are some serious political considerations with which the private 
industry must concern itself in discussing this legislation. This can best be 
analyzed by projecting ourselves 6 or 7 years hence at which time the bulk of 
the American merchant marine fleet will be competitively obsolete. At that 
time, can it realistically be said that Congress will look with favor upon appro- 
priations for new ship construction, which could conceivably be one-half to 
three-fourths billion dollars a year? 

The present valuation of the American merchant marine is slightly over $1.5 
billion. The replacement cost of these ships, most of which were built within a 
span of about 5 years, is estimated to be $8 billion. Even if we deducted from 
this fivure the replacement cost of those ships which by their nature would not 
be privileged to seek Government loans or mortgage guaranties under the Mer- 
chant Marine Act, the replacement cost upon which Congress would be asked to 
pass judgment might well be $5 billion. If 40 percent or $2 billion of this amount 
were provided for through construction-differential subsidies, $350 million to 
$400 million per year would be required in appropriations each year for 5 years 
for this phase of the program alone. Assuming that the balance were to be 
financed through Government loans, an additional $500 to $600 million per 
year would be needed, and the annual appropriations would reach an astro- 
nomical figure. With this in mind, it seems only politically, as well as economi- 
cally, realistic at this time to make provision for the incentives whereby private 
investing institutions can join with the ship operator at terms at least as 
advantageous as those provided for in Government financing. It would seem 
to be a much wiser policy to reduce, if possible, the annual need for Government 
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merchant ship construction for the simp'e reason that there is a 
point beyond which even the most well-informed and sympathetic Members of 
Congress might be able to support such a hich level of appropriations 


It is our view that the liberalizing of the mortgage provisions of title XI 








do not mean that private financing should supersede Government financing as 
pre ded in title V of the Merchant Marine Act We view both procedures for 
ancing of ship construction as coequal in the determination of whether or not 

a vessel shall be built. We do appreciate that the sources of private financing 
S te! of policy be ¢ iusted before a vessel operato! seeks Govern 

mie oans as means of financin However, it should be made a part of this 
rd and we feel should he carefully considered in the report on this bill that 

the ¢ omic climate prevailing at any given time be given primary consideration 


letermining whether or not a vessel should be built with Government financing 

he Merchant Marine Act itself was passed at a time of recession in the shipping 
lust: Recocnition was given in that act to the industry’s peculiar inability 

tf t risk capital at certain times. We are not pessimistic about the possi- 

of private investing institutions coming forth to join with the private 
operator in the financing of ships, but we do feel that investment climate can 
chang ipidly and it should not be the intent of this legislation to derogate the 
gations of the United States Government to step into the financial picture 

1@ national need predominates and where private investment is not suffi- 


ciel interested to step in 





We draw to the attention of the committee, however, that banking and financial 
inst tions are conservative by nature Furthermore they must be cognizant of 
eir public trust to not lend any funds, even if guaranteed to the extent of 100 
percent by United States Government, to enterprises whose prospects of making 
i profit are not bright. In substantiation of this fact, I quote from the testimony 
of Mr. Rucsell G. Smith, executive vice president of the largest bank in the world, 
the Bank of America, who appeared before the Senate Subcommittee To Study 
the Maritime Subsidy Program (Potter committee) in its October 1953 hearings 
San Francisco 


“Senator Porrer. Would the incentive be greater if it [the Government guar- 


nt is 100 percent rather than 90 percent? 

Mr. Smirn. I don’t believe it would be an incentive, Senator; perhaps, in 
slight deere What I am trying to emphasize is this, Senator, that in the 
ede Housing Act, the Government through mutual insurance insures mort 


gage loans. But banks would not make mortgage loans if they thought the 
ers of the houses were going to default under the loans and the panks were 
0 foreclose and look to the guarantor. 

Senator Porrer. In other words, whether this law (Public Law 288, 88d 
Congress) will bring about the desired effect depends upon the economic stabil 
ity and the long-range outlook for the shipping industry 


Mr. Smita. Precisely It takes more than a guaranty to bring about a trans 
ction hetween borrower and lender. The borrower has to be sure that his 
n is profitable undertaking for him, and the banker wants to be assured 
that it is going to be profitable so that his loan may be repaid. 
Everyone learns early in their banking days that the best way to lose a 
riend is to let him guarantee a note that is not going to be paid.’ 
There has been considerable discussion about the pros and cons of various 
ys of handling the interest rate problem in this legislation. Our members 


upport the interst rate provision as written in the subject bill If, however, 
ts wisdom this committee chooses to amend the interest rate features of this 


egislation, it is our view that in order for it to be workable as a practicable 
itter, the rate should be set at a level which is reasonable in relation to the 
(;overnment interest rate provided for in title V. It is our view that the interest 


1 


rate of 3% percent set forth in title V is a fair rate and if private investment 
sources are not sufficiently interested in a rate approximating 31% percent that the 
prospective purchaser of a new vessel should then be permitted to seek Govern- 
ient financing. If the interest rate were to be made flexible, it improves the 
ossibility that private financing would he available, at a price. However, the 
interest rate might be such a great deal higher than the Government rate that 
the ship operator will draw away from the construction that he has envisioned. 


rhe only alternatives then are either for him to forget the whole project or to 
permit him the recourse of seeking Government financial aid (title V) at 3% 
percent 


>. This association would like to reiterate its understanding that this legisla- 
tion is not intended to substitute private financing for Government financing of 
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merchant vessels, whenever construction is deemed necessary in the national 
interest We are encouraged, however, at the prospect of private lending insti 
tutions, particularly banking institutions entering into the shipping business in 
a more extensive fashion than they have in the past. Banking 

i position of influence in every Community, and all too few 
even in seaboard States are involved in ship mortgaging. It would be a healthy 
and beneficial result of this legislation if private banking would reach out for 
Government-guaranteed mortgages on ship construction and jump into the ship 
ping business with both feet Mne industry needs the advice and counsel thai 
financial officials and their staffs can offer They also need the strong support 
in the community, in the State, and at the national level, which banking insti 
tutions are capable of giving. The American merchant marine is everybody's 
business, and we foresee this legislation as resulting in a broader und 
by the general public of this vital industry. 


institutions are 
banking institutions 


understandin 

Mr. ‘ToLterson. I am sorry not to be able 
witnesses we had scheduled. 

Mr. Duke, or Mr. Frechie. Ww il] eith ror both ot vou be able 
to our meeting tomorrow morning ? 

Mr. Duxr, I will be. 

Mr. Totierson. You will be the next witness; you are the next 
the list. 

Mr. Frecutir. Mr. Chairman, I do not expect to be back te morrow, 
and unless you 50 desire I would be content to have my prepat ed state 
ment and supple mentary statement which have been furnished to the 
committee incorporated into the record as such. 

Mr. Totiterson. Well, we would prefer to have you here, of course, 
but we appreciate that you can’t be every place at once, and if that is 
satisfactory to you we will have your statement inserted in the record. 

Mr. FRECHIE. I have A couple ot fioures | would like to correct on 
my prepared statement, and if I may do that I would be perfectly 
satisfied if you are W illing to allow it to be copi d into the record. 

Mr. Totierson. That will be fine. It will be inserted in the record 
at this point. 

(Statement and supplementary testimony of M. J. Frechie are as 
follows:) 


to get to the other two 


to come 


on 


SUPPLEMENTARY TESTIMONY OF M., J, Frecun 


Mr. Chairman, if I may, I would like to supplement the prepared statement 
that I have just read in order to elaborate upon a few other points which I 
believe will be of importance to the committee’s consideration of this bill 

It is a matter of common knowledge that when we entered World War II, the 
domestic coastwise and intercoastal common carrier steamship lines provided 
most of the freighters that were so vital to our military effort at that time. As 
a matter of fact, on June 30, 1939, the United States dry-cargo freighters of 


1.000 gross tons or more, in active service, totaled 740, of which 409, or 55.3 per 


I 


cent, were in the domestic coastwise and intercoastal trades. These ships were 
in American waters, fully manned, and ready for instant military employ nt 
‘rom a national defense standpoint, that in itself is ample reason for a strong 
United States merchant marine engaged in domestic trade. 

Today, most of these domestic coastwise and intercoastal Common carriers are 
no longer in existence. As of December 31, 1953, we had in active service 695 
United States dry cargo freighters of 1,000 gross tons or more. Of this, only 
102 were engaged in the domestic coastwise and intercoastal trades, amounting 
to 14.7 percent of the total. Thus, compared with 1939, national defense has 


lost 307 freighters instantly available for military use. Aside from injury to 
the Nation’s economy, national defense has been dealt a very serious blow. 

It is true that we have a great many vessels in “mothballs” but these ships 
ure not instantly available for military use. It requires a varying length of 
time to break these ships out, recommission, and man them. This delay is not 
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encountered when vessels engaged in domestic coastwise and intercoastal service 
are pressed into Government service in the event of war. 

Newtex is e ged in the North Atlantic-Texas ports trade. In 1939 there 
were 8 common carriers operating 63 vessels to and from Texas ports. Today 
only Seatrain and Newtex remain in the trade, operating a total of eight vessels. 
Thus, the number of vessels in the North Atlantic-Texas ports common-carrier 
trade has shrunk 87.3 percent 

Since 19389 most of the common carriers in the Atlantic coastwise and North 
Atlantic-Gulf trade have vanished. Some of these are: Bull Line, Clyde Mallory 
Lines, American Liberty Line, Lykes Coastwise Line, Mooremack Gulf Line, 
Sonthern Steamship (o., Morgan Line, Merchants & Miners Transportation Co., 
Savannah Line, Eastern Steamship, and Philadelphia & Norfolk Steamship. 

the reasons bringing about this deplorable situation are discussed in 
exhibit XI of the application to which I have previously referred. We believe 





that we have found a solution to the problem. It is the Trainship, as previously 
f ed 
\s businessmen, we are, natur: concerned primarily with the commercial 
aspect The most comprehensive study has absolutely convinced us that the 
Trainships are sound commercially and, as evidence of our faith, if need be, we 
e prepared to pledge our entire assets behind the Trainships 


But we need help to build these Trainships—to revitalize the coastwise trade. 
The recent amendment to the 1936 act, Public Law 288, does not give us that 
help. It did not attract the funds and it is my information that it will not. 

As I have previously indicated, Newtex is one of the wholly owned subsidiaries 
of Sword Line, Inc. The latter company entered into chapter XI reorganization 
proceedings in 1948 and in 1952 completed a plan of arrangement. 

I am positive that it was not because of this situation that we were unable 
to build the Trainships under Public Law 288. I understand that not a single 
started, or contracted for under Public Law 2:88. 
Officials of financial institutions with whom I have discussed this matter have 
told me, emphatically, that they are not interested in financing any vessel con- 
struction under Public Law 288. And they have not 

We know that the Trainships could be built under the bill now under consid 
eration. We are quite certain that the Government would never have to assume 
any rea ibility in connection with the 100 percent guaranty of 871% percent of 
the construction cost. We are equally certain that the commercial success of the 
Trainships is assured. This book of letters from the shipping public clearly proves 
the public need for the Trainships 

The testimony of Admiral Wilson last summer, to which I have referred, deals 
with tiie military aspect of the Trainships. Not only will the Trainships be able 
to carry fully armed and fueled tanks and other tracked and wheeled vehicles, 
ready to roll the minute they are landed, but the Trainships are, at the same time, 
heavy lift ships carrying their own heavy-lift gear. We sincerely hope that the 
military will never have to use the Trainships; but, if they do, the Trainships 
will be in American waters, instantly availabie for military use. 

From time to time, I have been asked if the railroads will oppose the operation 
ef the Trainships. The answ to thisisno. The reasons are: 

1. Newtex has maintained since 1946 joint through rates and routes with all 
of the railroads in the East and Southwest and enjoys the best of relations with 


vessel has been built, or ey 





these railroads. 

2. Newtex has just recently completed arrangements with the Pennsylvania 
lroad for use of one of its piers at Baltimore, Md., as a terminal for the 
nships 

3. The Reading Railway has agreed to assign one of its Port Richmond piers 
to serve as the Philadelphia, Pa., terminal for the Trainships. 

$. Under present arrangements today between Newtex and the railroads in the 
ast and Southwest, the railroads pay the full cost of loading and unloading box- 
ears at the ports. The Trainship operation will eliminate this expense. It is 
natural that the railroads look with favor upon the Newtex Trainships. 

We are very hopeful that the purposes of this bill and the companion bill, S. 
2219, will be given speedy approval by the Congress. The legislation is desperate- 
ly needed to revive the American Merchant Marine and, of course, we are deeply 
concerned with the coastwise domestic aspect of it. I firmly believe that, unless 
something is done quickly, it may be too late, a year or so hence, to revive the 
domestic coastwise and intercoastal trades. There may be little or nothing to 











revive 
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STATEMENT ON BEHALF OF NEWTEX STEAMSHIP CORP. IN CONNECTION WITH 8. 3219 
AND H. R, 8637 To AMEND CERTAIN PROVISIONS OF TITLE XI OF THE MERCHANT 
MARINE Act, 1956, AS AMENDED, To FAciILitATeE PRIVATE FINANCING OF NEW 
SHIP CONSTRUCTION 


My name is M. J. Frechie. I am the executive vice president of Newtex Steam 
ship Corp., with offices located at 52 Wall Street, New York, N. Y¥ 

Together with Mr. Gregory Ferend, president of bot! Newrex Steamship 
Corp. and its parent Company, Sword Line, Inc., of New York, N. \¥ i app to 
urge the prompt enactment of legislation to so amend the provisions of title XI 





of the Merchant Marine Act, 1936, as amended, as to make them orkuble [hey 
are not so now. We believe that if title XI were amended as proposed, we w id 
have an excellent chance of solving the problem which I shall describe to you 

My experience in domestic coastwise steamship business dates from October 
1926, when I entered the employ of the Philadelphia & Norfolk Steamshin Co 


in Philadelphia, Pa. At the time I left the P. & N.S. S. Co. in December 1941, 
to enter the Army, I held the position of assistant traffic manager 

During World War II, I served as Chief of Operational Movements, United 
States Army, European theater of operations, and in that capacitv was 
sponsible for the planning, direction, and control of the movement of all I ted 
States Army, Navy, and Air Force personnel, equipment and supplies into, 
Within, and out of the British Isles in connection with the invasion of France. 
This included movement of military trains, truck convoys, and the loading of ships 
and various types of landing craft. Upon my release from the Army in March 
1946, I held the rank of colonel 

In April 1946, I became afliliated with the Newtex Steamship Corp. as traffie 


manager and in August 1949, was elected vice president. In this capacity, I had 
full jurisdiction over the company’s operations, subject to the executive st per 
vision of the president of the company. In August 1952, I was elected executive 


vice president of Newtex, the position I now hold 

The Newtex coastwise steamship service originated with the incorporation of 
the New England, New York & Texas Steamship Co., and in June 1926, coast- 
wise steamship service was inaugurated between Boston, New York, Norfolk, 
and Texas City. In 1928, the name of the line was changed to Newtex Steam- 
ship Corp. and service was conducted between New York and Houston. In 
1940 the service, along with most other shipping services, was discontinued as a 
result of the war and the company was subsequently reorganized. 

Newtex Steamship Corp. is certificated by the Interstate Commerce Commis- 
sion in docket W-S96 to operate as a common carrier by water, with self- 
propelled vessels, in interstate or foreign commerce, in the transportation of 
ommodities generally between the North Atlantic ports of Boston, New York, 
Philadelphia, and Baltimore on the one hand and on the other, the Texas ports 
of Houston and Brownsville. The Newtex certificate also permits transportation 
of part shipload lots of crude sulfur in bulk from Galveston, Texas, and Port 
Sulphur, La., to the North Atlantic ports of Boston, New York, Philadelphia, and 
Baltimore. 

Presently the Newtex coastwise service is conducted with 4 freighters, each 
of about 5,000 tons deadweight. Terminals are operated at Port Newark, N. J. 
(a part of New York Harbor), Philadelphia, Baltimore, and Houston. A traffie 
office is maintained at Dallas, Tex. Our general offices are in New York 

Newtex and the railroads in the East and Southwest have maintained joint 
freight rates and through routes for the past 8 years. Broadly speaking, the 
territory served by Newtex, through its railroad connections, embraces the 
New England States, New York, New Jersey, Pennsylvania, Maryland, Delaware, 
and Virginia in addition to fringe areas of West Virginia and Ohio. In the 
Southwest, Newtex, through its railroad connections, serves Texas, Louisiana 
(west of the Mississippi River) and fringe areas of Oklahoma, Arkansas, and 
New Mexico. 

The Newtex operations in the domestic coastwise trade are conducted by the 
so-called break bulk method. Rising costs of operation and intensive study 
over the past 8 years, have convinced me that the present type of break bulk 
coastwise vessel in now as outmoded as the clipper ships of former years. The 
retirement from this Texas-North Atlantic trade of all of the other break bulk 
operators sustains my opinion on this point. Just prior to World War ITI, there 
were 8 companies engaged in the North Atlantic-Gulf coastwise trade; today 
there are only 3, Newtex, Pan-Atlantie and Seatrain. 
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Construction of a new type of coastwise vessel is dictated by improvements 
ypes of transportation of property, coupled with the disabilities of 
break ] coastwise steamship service 
Wi usion only after we had exhausted our skill and in- 
or ) Newtex brea ik coastwise operation to the maximum, 
| igh to sus n break bulk coastwise service today 
‘ f he e « st ide should, of course, be commercially 
fé ‘ At the same time el essel should also be militarily desirable in 
\ 
N te? rmlv believes it I found the answe! It is the Trainship. 
fhe Trainships, as conceived by us, are oceangoing vessels quite unlike any 
ever aficat i \ ve O75 feet in length overall; SO feet in breadth, of about 
00 gross tons, drawing only 22 f t of water fully fueled and | ided. The 
Pre s re designed to « I ab t 128 fully loaded freight cars or their 
eg lel i tru trailel The vessels are powered by 15,000 horsepower 
ne engines, located alt, capable of \intaining sustained sea speed of 
in 1S knots and can « fuel suflicient for cruising a 10,000 mile 


Che Trainships will be fitted with railroad track on three levels below the 














n deck and in addition will carr freigl cars on deck The outstanding 
e of the design of the vess« the overhead electric crane, capable of 
lifting bette than 100 gross tons, which will rapid and safely load and dis 
chars he freight cars (with contents intact) to or from the Trainships at any 
pier, dock, or wharf having apron or marginal tracks, as virtually all of them do. 
l ou ike toe pha ze that the peration if the Trainships will be extreme ly 
f e since they do not require any special or expensive terminal facilities. 

Kleetric winelhe and end s-rope cables will be provided for moving the 
freight cars from the cradles forward or aft into the stowed positions. Chocks 

nd jacks are designed to prevent motion of the freight cars while the vessel 

In addition to its capacity of out 128 fully loaded freight cars, the Train- 

ps W also be fitted with coiled-tank capacity for 10,000 barrels of liquid 

K ¢ iT 4) 

The initial two Trainships v provide regular, dependable weekly sailings 
hetween the North Atlantic ports and Houston. The time in transit from the 
N Atlantic port of departure to Houston will be 4% to 4% days 

rl rfrainships will be capable of carrying any type of freight that can be 
londed into or on a boxcar, gondola car, tank car, flatcar, or hopper car. The 

ntents of the « will not be handled en route, thus removing the possibility 
of ferage and damage so prevalent in the break-bulk type of handling. The 

n ( he car will ! on iee in factory-fresh condition and at 
desti ion will not require a1 al sorting or segregation to arrange marks, 
b i 0 sizes, ete.. in th order as shipped by the consignor. 

N on with the high-spee rainships provide an expedited service, but, 
dditionally, because there will be no physical handling of the contents of the 
freight at the port of | ig and tl rt of discharge, there will be no loss 
‘ nterchangi i¢ freight with the railroads at the ports. Moreover, 
the th-speed schedule of the Trainships and their regularity of sailing will 
not be d ipted by inelé nt weather since the ca in he loaded to or dis- 
ch; ed from the Trainships during in or snow Such is not the case when 
{re t is handled in the so-« ed break-bulk type of coastwise vessel, Not only 
s this important to the shi; g blic, } it also avoids costly dead time to the 
ship 

Convinced fully that the Trainships were both commercially feasible and 
! tar desirable, on Jay y 29, 1954 » filed formal application with the 
Federal Maritime Board for an S714-percent construction loan authorized under 
section 509 of the Merchant Marine Act, 19836, as amended At this point I 
would like to say that the application was made in the name of Newtex Steam- 
ship Corp., Sword Line, Inc., its parent company, and the other four wholly owned 

aries of Sword Line I have copies of this application with me today 
use of the subcommittee and its staff. 

BR re filing this application, we conferred with the Federal Maritime Board 
ind discussed our plans. Following their suggestion, I personally conferred 


with officials of 4 of the largest New York banks and 2 of the largest American 


life-insurance companies with respect to financing the construction of these 
hips under Public Law 288, 88d Congress, which amended title XI of the Mer- 
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institutions is shown in exhibit XXII of the applicatior 
It was after the receipt of the letters, reproduced in exhibit XXII, that we 
concluded to file the application under section 509; it was the only means then 


chant Marine Act, 1936, as amended rhe negative response of these financial 


available to us to proceed with construction It is my considered opinion that 
insofar as concerns the Trainships, Public Law 288 is totally inadequate: in 
our case it did not attract the necessary investment funds 

Immediately upon filing the application, we mailed an announcement to tl] 


shipping public in which we described the Trainships and their features and 


asked the public whether or not, in their opinion, this type of vessel, operate 
as here proposed, would be beneticial to their company’s traffic. Realizing that 
some of the shippers or consignees receiving the announcement were already 
utilizing the Newtex service, we asked them to advise s if possible the amou 
of additional traffic that would be available to Newtex with the operation of 
rrainships 

The response from the publie was enthusiastic and extremely encouraging 
To date we have received 25S letters in response to the announcement; 132 
of them either could not or did not furnish tonnnge figure 126 of them « 


lectively stated that they estimated there would be approximately as much as 
10,731 additional carloads of freight available to Newtex with the operat 
of the Trainships. The tonnage handled by Newtex in its present break bull 
service is in excess of that necessary to provide 50-percent capacity loads for 
two Trainships per year This is shown in exhibits XVI and XXI to the 
application and di nm page 33 of the application itself; 50-percent 
capacity of the 2 ainships per year would be equivalent to 6.250 carloads of 
freight. When this volume presently handled by Newtex is added to the addi 
tional volume estimated by the shippers, the result would be that the 2 Trail 
ships would be overbooked by about 83S percent of their annual capacity 

I have with me today the 126 letters based upon which these calculations 
have been made. They are available for inspection 

If time of the committee permits, I should like to quote extracts from a cross 
section of these letters. To conserve time, I shall not read the entire letters 


ussed ¢ > 








1. A chemical manufacturer, who does not utilize Newtex service, says, “This 
operation should be successful since there is a large flow of chemicals and 
raw materials between the Eastern Seabourd and the Southwest We have 


several plants in the Gulf which I am sure will be able to make good use of this 
service should it be inaugurated. I could not make a safe estimate at this time 
as to the volume of this business but it might conceivably be in the neighborhood 
of 10,000 tons per year.” 

2. A wholesale plumbing distributor who says he has not used coastwise 
steamer service for several years adds, “As a Conservative estimate, we think we 
would probably be able to give your company shipments in tonnage amounting 
to approximately 480 tons annually.” He goes on to say that he would not 
consider use of the “present conventional ships.” 

3. A hardware jobber states, “We have refrained from using Newtex services 
from seaboard and Atlantic territory on carload commodities of due to 
greater liability of damage caused by extra handling on bulk cargo ships. We 
hope that you will be able to inaugurate these Trainships, and if so we figure 
that we can give you an additional yearly tonnage of 1,800 tons or about 45 
additional carloads.” 

1. A furniture manufacturer writes, “I can state without reservation that 
such operations would be of tremendous benefit to our company’s traffic. I 
would estimate that the adoption of such service would add 35 or 45 carloads 
to the amount of the tonnage already delivered by Newtex for our account.” 

5. An air conditioner manufacturer who has “not used Newtex for quite a 
long time due to the fact our people do not like the idea of the extra handling 
at the ports” says, as to potential traffic for the Trainships, “our best estimate 





at the present time is that we will, probably, ship 100 to 150 carloads during 
1954.” 

6. A canned foods processor states, “We are very much interested in your 
program, as we do ship considerable tonnage into the gulf area through the 
Port of Philadelphia. We estimate the volume southbound would exceed 10,000 
tons annually. We also move considerable raw product northbound from the 
Port of Houston to Philadelphia. We are not in position to inform you the 
specific volume, but it would represent a considerable number of carload ship- 
ments.” This shipper dces not now ship via Newtex 








&2 FACILITATE PRIVAT 








E FINANCING OF SHIP CONSTRUCTION 








7. A chemical specialty manufacturer says that the Trainship announcement 
“has been reviewed with keen interest,” adding, “In the North Atlantic area, 
Philadelphia, Bayonne, Bayway, etc. we ship some 250 to 300 cars of 
pe ear and this is potential business for. ou ew service.” This shipper 
doe t se Newte service 

‘ \ electrical sunplv m; f tur wl does ne now 1 Newtex service, 
state | s ft e of vesse] would quite heneticial to o1 ( yupany’s traffic, 
pr ' southbound shipment adding, “We estimate there would be, 
appr ely, 1,000 tons vearly.” 

% A food processor, who s 1 that their northbound movement amounts 
te 15 carloads ner week, w It is difficeul us to properly indicate 
the i ( might reas lv ex if there of stion in our minds 
tha give you a ibst ju ity You | vy the character of our 
| 1 we iré ie V « l market wi h vou will serve, such 
i | re = oO re I iid be glad te urselves of 
( * t ‘ 

10. A ecialty nufa ( tate When tf] ew type of service starts 

Ww ive opport h e 114 re s ] than you are 
I | 

11 \ « manufact { Our ( n ¢ nection with our 

me iow unde ‘ tir wi I j ini f 200 to 250 

is ] mo the ine for distribution We have not 
( plete OL ¢ studies he ve clo ( pare t th ime that 
our u economic met! of handli his distribution w he in connection 
with sucl service as is yx il 1 reula f Kel ry 11, describing 
yor w Trainship operation Mm ‘ re ed on iverage loading 
‘ \ hetween GO.000 d Sf OO ind 

12. A pape products ! ctl r states I « ay there is more than 
100 « innually prospec e me nent, and more if Boste is included. We 
are n now using your service as we have found that the break bulk service 
was not adaptable to our commodi ace t of damage in tra c 

13. A manufacturer in the petro cl field says, “We bave a substantial 
carload movement thro he port iston, both 1 wound and south 
bound The northbound moveme! consists of loaded in 8,000. 
gallon cars which, under noi GO! 1 would amount to about 75 cars a 
year. Our southbound movement, which now principally moves by rail account 
of short time for deliveries, should amount to about 60 carloads per year. This 
company is planning a very considerable expansion and the above figures should 
be substai al y inc ised within the next 2 years.” 

14. A manufacturer of steel products states So far as we are concerned, we 
can see several benefits, one of which would be the better ndling of our com 
modities As you know of our Texas customers still insist on this 
material being handled It is stated, “This would amount to 12 
to 15 cars per month.” 

15. A manufacturer of food products writes, “We think this is a grand idea. 


We are very enthusiastic alc 
bout 5,000 tons per vear.” 


abe 








ut if 


With favorable conditions we could develop 





16 A chemical producer, who ha not vse Newtex recent] because the com- 
modity is in paper bags which, he says. cannot be handled satisfactorily in break 
bul el e, states, “However, there is a potential annual movement of approxi 
mately 150 to 200 cars of this commodity which might be readily moved via the 

nship’ service you propose.” 
\ manufacturer in the field o hemistry writes If and when this new 
service is inaugurated, we have the following tonnages which could conceivably 
be handled by Trainships, providing service is reasonably good and, providing 


further, that some measure ¢ 


of reduced transportation costs.” 


ars ner ve so 


showing 2 cat 
letter continues, “In addition 
shinments which are made at 

18. A manufactur: 


ar 


we are very much in favor <« 
Philadelphia During the bi 
50 and 100 carloads of 
destination instead of un 





hoat and le 


at Philadelphi: 


r of brooms 


loading car 


f benefit would acerue 
There follows 
uthbound and 84h 
to the above freight the 


irre 


to our company in the way 
a breakdown, by commodities, 
per northbound. The 
re are numerous single-car 


ears year 


ular intervals.” 


and brushes says, “This is to inform you that 
f your new type service between Texas ports and 
iving season of we usually handle between 


could get the original cars delivered to 
Texas ports, loading boats, unloading 
ars again. it would be quite a saving 


. and if we 
at 
ading rail « 
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for us in breakage that usually develops by this excessive handling.” This con- 
cern does not patronize the Newtex break bulk service. 

19. A steel fabricator states, after saying that Trainship service would be 
very beneficial to their southbound traffic, “We have, in the past, used Newtex 
coastwise service, but we are not using this at the present time. As an estimate 
on the amount of tonnage that could be shipped via this new method, we think 
it would vary between 50 to 60 cars per year.” 

20. A specialty manufacturer writes, “Such vessels would be of considerable 
help to us in the handling of our consignments. We ship to Houston approxi 


mately 37 carloads yearly, weighing pounds, and to Dallas about 66 car 
loads, weighing — pounds. There are any number of additional cars shipped 
to Fort Worth and other points in Texas.” Newtex has been trying for years 


to prevail upon this shipper to utilize the break bulk service 

The general tenor of the letters received from the shipping public establishes 
a very substantial immediate and urgent need for the Trainship type of service. 

As businessmen, we are, of course, primarily concerned with the commercial 
feasibility of the Trainships. We are convinced, after exhaustive investigation, 
that the Trainships operated in the Newtex coastwise trade will result in a 
profitable operation. As shown in exhibit XIX and its attached schedules, and 
as discussed on pages 87 through 41 of the application itself, the 2 Trainships, if 
operated at only 50 percent of annual capacity at present freight-rate levels, 
would produce a small net profit. The present volume of traffic handled by New- 
tex, as previously explained, is in excess of this 50-percent capacity figure. Ex- 
hibit XIX also shows the projected results on a 75-percent-of-capacity basis and 
on a 100-percent-of-capacity basis. Combining the present volume of traffic being 
handled by Newtex with the additional traffic estimated by the shippers as being 
available to the Trainships, the total would, as previously stated, exceed the 
annual capacity of the 2 Trainships by some 30 percent. 

In addition to this, as stated on pages 38 and 39 of the application, the utiliza 
tion of the bulk liquid tank capacity of the 2 Trainships could produce additional 
revenue of as much as $400,000 per year. However, this has not been included 
in the projection in exhibit XIX to the application. 

From the standpoint of national security, it has long been recognized that the 
American merchant marine is an important arm of national defense. Last sum- 
mer Admiral Wilson testified before the Special Subcommittee on Merchant 
Marine Studies, Committee on Interstate and Foreign Commerce, United States 
Senate, to the effect that special-purpose vessels of this type are necessary in the 
national interest. He said that the strategic importance of ocean transportation 
in a future war supports the concept that the United States-controlled merchant 
fleet should provide, “* * * modern, high-speed ocean transportation with suit- 
able self-loading and unloading facilities, and an ability to be utilized in any 
port as required.” He also stated that there will be a need for heavy-lift type 
vessels, that is, vessels capable of lifting, with their own gear, heavy and awkward 
pieces of military equipment, including tanks, self-propelled guns, earth-moving 
equipment, and the like. 

The Trainships meet both of these requirements of the military. The Train- 
ships do not require any specially constructed terminal facilities; they can be 
discharged or loaded if need be at any pier, dock or wharf. Of course, if rail 
road cars are being transported by the military, there would, of necessity, have 
to be railroad track on the pier, dock or wharf. But the handling of military 
vehicles will not require anything other than a pier, dock or wharf and if need 
be, such equipment could be discharged from the Trainships to rafts or landing 
craft and in that manner be ferried ashore. Thus, the Trainships could handle, 
with their own equipment, military vehicles weighing up to 100 gross tons 
each. 

We have given very careful study to Senate bill 3219 and H. R. 8637 as they 
affect title XI of the Mérchant Marine Act of 1936, as amended. We believe that 
if the features of these bills were enacted into law, that we could obtain cer- 
tification from the Department of Defense as to the national defense aspect. 

We are confident that we could obtain the necessary funds to provide the initial 
12% percent of the estimated construction cost, which is approximately $18 mil- 
lion for the first two Trainships. On this basis we would contribute $244 million 
equity capital and we are firmly convinced that the commercial prospects of the 
two Trainships fully justify our doing so. The preliminary balance sheet of the 
Sword Line companies, as at December 31, 1953, included in the application, 
shows a net worth of approximately $414 million. DBecause we are so enthusiastic 
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concerning the Trainships, the Sword Line companies are willing, if need be, to 
pledge their entire assets behind this venture. 
It is my personal opinion that with a 100 percent unqualified Government 


guaranty, one that will not entail endless litigation, it should be possible to fi- 
nance the remaining 87% percent of the construction cost through the medium 


ot a preferred mortgave or the issuance of mortgage bonds. 
The a ty to attract ne capital depends upon earning power of the bor- 
rower as well as the security offered to the mortgagor or lender. In the case 
the Trainships, the earinng power is comprehensively analyzed in the 
application. This, coupled with a clearcut 100-percent Government guaranty, 


1 


| I believe, attract capital 
Under the proposed legislation, as I understand it, the rate of interest to be 
paid by the borrower is to be an average interest rate not to exceed the esti- 
| prevailing yield for Government of 20-year maturity, subject 
to i ederal income tax, plus 1 percent In addition, the borrower would 
be obliged to pay a Government-insurance premium of from one-fourth percent 
to one-halt percent 


nate 





securities 





Assuming that the average yield for Government securities of 20-year matu- 
ritv, subject to all Federal income tax. would he 2.5 percent or 2.6 percent, then 
» of interest to be paid by the borrower would be 3.5 percent or 

3.6 percent plus the mort i a e premium In exhibit XTX, schedule 
C, of the application, we have computed interest at an average rate of 3% per- 
cent based on a 20-year loan retired by 20 equal annual payments. We feel 





« 





positive that the operation of the two Trainships would sustain an average 
rate of interest of about 3% percent on a mortgage subject to retirement 
by the payment of 20 equal annual installments The projection in exhibit 
XIX of the application supports that conclusion 

We are very hopeful that the objectives of S. 3219 and H. R. 8687 will be af- 
forded speedy and favorable consideration by the Congress. We are prepared 
to proceed with the construction of the two Trainships now. There is now no 





shortage of materials and we understand that virtually all shipyards are 
clamoring for contracts for new construction 

This project does not involve any Government construction differential sub- 
sidy 


We share with members of the committee the sincere hope that necessary 
ship construction, of the type I have outlined today, can be privately financed. 
While it is perfectly true that the Government would have a contingent liability 
by virtue of the guaranty of the 8714-percent loan, it is believed that in the 
case of the Trainships, this would never become a real liability of the Govern- 
ment. There is every indication that the operation of the Trainships, in the 
Newtex coastwise trade, will produce results far in excess of that necessary 
to repay the loan with interest, without the necessity of the Government guar 
anty being invoked. Thus, the Government guaranty would not involve any 
disbursement of Government funds 

In closing I should like to say that the Sword Line companics from their in- 
ception, almost 25 years ago, have always been owned, managed, and operated 
by American citizens. We have never had any foreign affiliations. All of our 
vessels fiy the American flag. 


Mr. Totterson. The Chair is in receipt of the following communi- 
cations and they will be inserted into the record at this point. 
(Said communications are as follows:) 


NEw York, N. Y., April 7, 1954. 
Hon. THor C. ToLLerson, 
icting Chairman, Committee on Merchant Marine and Fisheries, Room 219, 
House Office Building, Washington, D. C 
Dear Str: We are in receipt of your letter of April 1, 1954, inviting our repre- 
sentation at a hearing of your committee to be held at 10 a. m. on April 9, 1954, 
to consider H. R. S637 
The contents of this and other pending Senate (and House companion) bills 
on this subject have been under the consideration of one of our vice presidents, 
Mr. Stewart S. Hawes, who is not able to avail of your invitation to appear at 
the aforesaid hearing. 
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However, I am enclosing with this letter a copy of one written by him under 
date of April 6, 1954, to the Subcommittee on Water Transportation of the Senate 
Committee on Interstate and Foreign Commerce with respect to Senate bill 3219. 

We regret that Mr. Hawes is unavailable to appear before your committee at 
the time specified. 

Very truly yours, 
BLYTH & Co., INC., 
By EuGeNe BasHore, Vice President. 


APRIL 6, 1954 
SUBCOMMITTEE ON WATER TRANSPORTATION OF COMMITTEE ON INTERSTATE ANI 
ForEIGN COMMERCE, 
United States Senate, Washington, D. C 


(Attention: Mr. Donald D. Webster, Special Counsel) 


GENTLEMEN: Our firm has been consulted on the drafting of Senate bill 3219 
relating to the financing of new ship construction. It is our opinion that if 
bonds are issued which were insured under the provisions set forth in this bill, 
they could be marketed successfully to the general public, under the market 
conditions existing today, within the limitation of interest rates contemplated 
in the bill. This assumes that the guarantee should be substantially as expressed 
therein, that the bonds are set up with the usual corporate trustee and that 
they are negotiable instruments with the usual terms and denominations of public 
issues of securities. 

It is also our view that the partially insured issues provided for under Public 
Law 288, 83d Congress, 1st session, are not readily salable 

Very truly yours, 
ILYTH & Co., INC., 
By STeEWartT'S. Hawes, Vice President 





PASCAGOULA, MIss., April 7, 195 


House CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
House Office Building, Washington, D. C.: 

The general objectives of proposed bill H. R. 8594 if passed will greatly stimu 
late private ship construction permitting the financing of the construction of a 
substantial number of ships by private industry for both coastwise and foreign 
commerce without cost to the Government. The shipyard which we operate in 
Pascagoula, Miss., employing approximately 5,000 people will within a short 
time be rapidly running out of work but we are in negotiation with several ship- 
operating companies for construction of 10 or more vessels which we feel assured 
will be built in event of the passage of H. R. 8594. This is only a small pro- 
portion of the total immediate potential for the shipbuilding industry but if 
realized will permit the maintenance of this highly trained nucleus of skilled 
workers in continuous employment. In event of passage of this bill we will 
seriously consider participating by making investment in the securities junior to 


the insured mortgages of these economically sound projects which we have 
under consideration. 








Monro B. LANIER, 
President, the Ingalls Sh p Building Corp 


COMMITTEE OF AMERICAN STEAMSHIP LINES, 
Washington 6, D. C., A pril 19, 1954. 
Hon. Tror C. TOLLEFson, 
House of Representatives, Washington 25, D. C. 


DrAR CONGRESSMAN TOLLEFSON: As a result of discussions which took place 
after the hearings on H. R. 8637, there are several amendments of a technical 
nature which we think should be made in the bill. The amendments are set 
forth below, in each case with an explanatory statement 

1. Section 1103 (c) appears in the bill as follows: 

“(c) Each insurance contract made under this section shall run to and be 
for the benefit of the mortgagee, and if the mortgagee is a trustee under a trust 
indenture, for the benefit of the holders of the bonds or notes issued under said 
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trust indenture, or, in the case of a loan, shall run to and be for the benefit of the 
lender.” 

It is quite possible that it may be desirable to set up a short-term loan with a 
trustee and a trust indenture, either by itselt or in combination with a long-term 
mortgage loun. It seems that this subsection should be amended to cover such a 
transaction fo accomplish this it shouid be amended to read as follows: 

(c) Each insurance contract made under this section shall run to the mort 
gagee or lender and be for the benefit of such mortgagee or lender, and if the 
mortgagee or lender is a trustee under a trust indenture, for the benefit of the 
holders of the bonds or notes issued under such trust indenture.” 





2. Section 1104 (a) (5) now reads as follows: 
(5) Shall secure bonds, notes or other obligations bearing interest (exclusive 
of premium charges for insurance) at an aversge interest rate to the mortgagor 


not to exceed the estimated prevailing effective yield for Government securities 
whicl ! ibiect to all Federal income taxes of twenty-year maturity, as 
determined by the Secretary of Commerce, plus one per centum per annum ;”. 

The words “exclusive of premium charges for insurance” are a carryover from 
Public Law 288 under which the premium charges for insurance were included 
in one payment made by the borrower to the lender with the interest and amorti- 
zation payments. H. R. 8637 makes the premium charges payable directly by 
the borrower to the Secretary of Commerce. Therefore, these words are no longer 
needed and, moreover, appear to have caused some confusion. For that reason, 
we suggest that they should be stricken 


rhe phrase “at an average interest rate to the mort ror’ is ambigous due to 





the in sion of the words “to the 1 rtvagor It was the intention that the rate 
ere referred to should be ge interest rate on the bonds, and to make 
this clear 1 words “to the should be stricken 


As presently written, H 
the “prevailing effective y 


loes not fix a specific date or time as of which 





ermined. This may lead to some confusion, 


and s therefore suggested that “prevailing” should be stricken where it now 
appears in the paragraph and that after the words “twenty-year maturity” the 
following should be inserted prevailing on a date not more than 30 days be 
fore the date on which the commitment to insure is made by the Secretary of 
Commerce or, if no commitment to insure is made, before the date on which the 


insurance contract is made,’ 


With these changes paragraph (5) will read as follows: 


‘(5) Shall secure bonds, notes or other obligations bearing interest at an 
average interest rate not to exceed the estimated effective yield for Government 
securities, Which are subject to all Federal income taxes, of twenty-year maturity 





ays before the date on which the 
ary of Commerce or, if no cominit- 
wre the date on which the insurance contract is made, 


prevailing on a date not more than thirty 
commitment to insure is made by the Secre 
ment to ins 
as determined by the Secretary of Commerce, plus one per centum per annum ;” 

3. Section 1104 (b) (1) now reads as follows: 

‘(1) Shall be for the purpose of financing, including reimbursement of the 
mortgagor for expenditures previously made for, the construction, reconstruction 
or reconditioning (including designing, inspecting, outfitting and equipping) of 
a vessel which is intended to become subject to a mortgage which the Secretary 


of Commerce has made a commitment to insure :’ 





ure is made, bef 








rhe word “mortgagor” should be “borrower.” “Mortgagor” is used throughout 
to apply to mortgaged loans and “borrower” to apply to the short-term loans. 
This paragraph relates only to short-term loans 






Che pari: 


rraph as so amended would read as follows: 
“«1) SJ 


all be for the purpose of financing, including reimbursement of the 
borrower for expenditures previously made for, the construction, reconstruc- 
tion or reconditioning (including designing, inspecting, outfitting and equipping) 
of a vessel which is intended to become subject to a mortgage which the Secre- 
tary of Commerce has made a commitment to insure ;” 

I request that these amendments be made 

I am sending a similar request to Senator Butler to make these amendments 
to S. 3219 

Yours sincerely, 
ALEXANDER PURDON, 
Erecutive Director. 
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INDUSTRIAL UNION OF MARINE AND SHIPBUILDING WORKERS OF AMERICA 
Camden 2, N. J., April 14, 1954. 
In re H. R. 8594 and H. R. 8637 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
HTouse of Representatives, 
Washington D.C 
(Attention Hon. Thor C. Tollefson, Acting Chairman.) 


DEAR SR: The Industrial Union of Marine and Shipbuilding Workers of 
America desires to endorse the above legislation for private ship financing 

We believe that one of the chief advantages of the private financing bill is that 
it may reduce considerably the amount of funds which Congress will have to be 
asked for building new ships. 

Once the bill is enacted, the Secretary of Commerce will have authority to in- 
sure mortgages on new ships to a total of $100 million without further congres- 
sional authorization. 

While the Administration will still have to ask Congress for money to pay for 
the subsidized share of the new vessels, this sum will be considerably smaller 
than those sought in the past and the ehances of obtaining the appropriations 
should be considerably enhanced as a result of this change. 

Part of the difficulty to obtaining funds for new ship construction in the past 
has arisen from the fact that the size of the subsidy has been greatly magnified 
in the eyes of Congress since requests for appropriations to build new ships have 
included not only the subsidy but funds to loan to the buyers up to 75 percent of 
their share of the cost of the vessel. 

The fact that the Government has collected 3% percent interest on these mort: 
gage loans and that they have been repaid never appears as an offisetting item 
and is therefore never considered by Congress. 

Therefore, we think that private ship financing may meet the problem of ade- 
quate ship construction and replacement of obsolete American vessels. 

We certainly do not believe that as the law now stands, private financing of 
vessel construction is possible. Ship mortgages are one form of loan which 
traditionally have been impossible in investment circles. 

If there were, perhaps, a different attitude in the Congress toward vessel con 
struction, and the construction revolving fund of the Maritime Administration 
had been continued after the war, we would not require private financing 

However, since the Administration has indicated that it does desire private 
financing, and that it does not mind the loss of the interest it has received on 
these vessel mortgages, it is important that this type of financing should be 
made possible. It can only be made possible, we think, by much stronger guaran- 
ties than are found in present legislation. It has been found that the nonin- 
surance of 10 percent of the loan, as a practical matter, makes the entire loan 
or mortgage unacceptable to financial institutions except in a few very limited 
situations. 

Very truly yours, 





JOHN J. GROGAN, 
President. 


PHILADELPHIA, PA., April 24, 1954 
Hon. ALVIN F. WEICHEL, 
Chairman, Committee on Merchant Marine and Fisheries 
House Office Building: 

The Philadelphia Marine Trade Association, an organization composed of 
steamship lines, steamship agents, stevedoring companies, tugboat and barge 
companies, marine terminal operators, warehouses and companies rendering 
other services to the marine industry in the port of Philadelphia, urges your 
committee to report favorably upon H. R. 8637. This bill as you know amends 
certain provisions of the Merchant Marine Act of 19386. The purpose being to 
facilitate private financing of new ship construction and for other purposes. 
The loan would be made by private financial institutions and the Government 
would merely guarantee it. The bill if passed would thus eliminate Govern 
ment appropriations which would be the case in a construction loan under sec- 
tion 509 of the Merchant Marine Act of 1936. The enactment of this legislation 
would be a decided asset not only to the port of Philadelphia but to many other 
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ports and would stimulate shipbuilding thereby creating more employment in 
the Philadelphia area. We commend this bill to you for your favorable action. 


Wma. G. Munro, President 


CAMDEN, N. J., April 26, 1954 
Hon. A . Ff. WEICHEI 


rman, Com ttee ¢ Verchant Marine and Fisheries. 
House of Representatives, 
House Office Building. Washinagto ee 1 


Favorable action by your committee on H. R. 8637 providing for a 100-percent 





guarantee of S71% percent const n loans to facilitate private financing of 
ne p construction respectfully requested. In my opinion this bill will 
greatly assist in st lating } vate shipbuilding and domestic waterborne com 
mi here trengt I ‘ \ I in erchant marine 
J. ALEx CROTHERS, 
Director, Port De opme juthoritu. Delaware R er Port Authority 


BALTIMORE, Mp., April 26, 1954 
Ho ALVIN F. WEICHEL, 


Chairman, House Merchant Marine and Fisheries Committee, 
House Office Building, Washington. D. ¢ 


The Baltimore Association of Commerce strongly urges passage of H. R. 8687, 


providing for Federal mortgage insurance loans for ship construction. This 
bill, in our opinion, is vitally needed to preserve the American shipbuilding 
industry and is of deep concern to the national defense so directly dependent 


upon merchant ship construction and the maintenance of shipyard facilities 


manned by skilled workers. Thousands of shipyard jobs are at stake in this 
matter and the economy of the country will be seriously endangered if our ship 
yards are forced to close or drastically reduce their operations as now threatened 


JosePHi W. CLAUTICE, 


Necretary 


Mr. Totierson. The committee will recess until tomorrow morning 
at 10 o’clock. 

(Whereupon, at 12:12 p. m. the hearing was recessed until Wed- 
nesday, April 28, 1954, at 10 a. m.) 


TO FACILITATE PRIVATE FINANCING OF NEW SHIP 
CONSTRUCTION 


WEDNESDAY, APRIL 28, 1954 


UNITED States House or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIFS, 
Washington, D.C. 


The committee met at 10:27 a. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Thor C. Tollefson presiding 

Mr. Totuerson. The committee will come to order. 

We will continue our hearings on H. R. 8637. 

Yesterday, I informed Mr. Duke that I would call him as the 
first witness. I wonder if he would mind if I called Admiral Leggett 
first. 


Mr. Duxe. Not at all, Mr. Chairman. 
Mr. Tottrrson. The admiral has pressing business elsewhere. 


STATEMENT OF REAR ADM. W. D. LEGGETT, JR., USN., CHIEF, NAVY 
BUREAU OF SHIPS 


Admiral Leeeerr. Mr. Chairman and members of the committee, 
it is a privilege to appear before you this morning to give you my 
views on H. R. 8637, a bill to amend title XI of the Merchant Marine 
Act of 1936. 

There is an urgent requirement today for new ship construction, 
not only to modernize our merchant marine but, of equal importance, 
to provide critically needed assistance to our private shipbuilding 
industry. 

Most of the ships in our active merchant fleet are approaching 
obsolescence. Nine-tenths of the dry-cargo ships in the national 
defense reserve fleet have a design speed of only 11 knots or less. 
These consist chiefly of about 1,400 Liberty ships built under wartime 
conditions and obsolete when their keels were laid. 

The reserve fleet is also deficient in large oceangoing tankers and 
troopships of adequate speed. 

Last summer, the Department of Defense, during the course of a 
congressional he: aring, went on record as to an immediate deficiency of 
214 merchant-type vessels, consisting of 165 cargo ships, 6 large 
passenger ships, and 43 large tankers. 

Correction of these deficiencies would not only strengthen the 
national defense, but would also revive the distressed private ship- 
building industry. This industry cannot be maintained by naval 
shipbuilding programs alone. It must also have the support of 
healthy merchant marine. 


9 
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As Coordinator of Shipbuilding, Conversion, and Repair for the 
Department of Defense, | have certain responsibilities for mobiliza- 
tion planning, for procurement of ships for defense purposes, and 
for coordinating repairs and conversions within the United States. 
I have a primary and continuing interest, therefore, in the mainte 
nance of an idequate defense nut leus ol operating shipy irds which 
Le expanded, if nece sary, to meet the sudden demands of a full- 
I emergency. 


The situation today in our private shipyards is so critical that I 
have grave concern whether the industry can meet mobilization pro 
duction schedules. 

You will recall that at the outset of both world wars, we had a year 
or two to recruit and train sh pyard personnel, expand our facilities, 


and start building up our merchant marine. Even with this notice, 
our output of new ships barely managed to catch up W ith the serious 
losses we were encountering. In fact, most of our ship construction 


became available near the end or in some Cases even after the ter 
mination of hostilities. 

Our present situation is often compared to 1939. I believe this to 
be somewhat misleading. The situation now confronting us with re- 
gard to the shipbuilding industry is more like 1941 than 1939, in the 
sense that we cannot count ona prolonged period for mobilizing needed 

kills and facilities. 

It is apparent that the industry is not prepared today to meet initial 
wartime requirements. Our private yards now have about 118,000 
em} loyees, less than one-third of the total in December 1941. They 

ive only about 29 large oceangoing merchant ships under construc 
tion, a small fraction of the work underway in 1941, All of these 29, 
except 3, are scheduled for completion this year. 

In order to lmprove ie economic health of the industry, the N I ‘avy, 

the past several years, has been awarding most of its shipbuilding 
to private industry. nen ing fiscal 1954, all new naval construction is 
going to private yards. Up to the present, we have been reasonably 
successful in helping to maintain, through normal competition, a 
fairly broad base of operating yards widely dispersed throughout our 
coastal areas 

With regard to repair work, the Navy, last year, began fpr S| 
the overhauls of most active fleet auxiliaries, together with selected 
combatant ships, to private yards. Previously, these yards had been 
regularly receiving repairs to service craft, overhauls of reserve fleet 
ships, and similar work having a dollar value of f approximately $271 
niillion to private yards, 

I regret to say, however, that this additional Navy work has not 
stabilized private-vard employment which, in the last several months, 
has declined by another 3,000. A further drastic reduction is expected 
later on this year, as the privately owned and mariner construction 
now on the ways Is « ompleted. 

This will result in an increase in the proportion of employees en- 
gaged In Navy work to total private vard employment. Unless new 
work is forthcoming, the Navy will thus find itself in the unenviable 
position of being the industry’s principal support. 

I am particularly concerned with the fact that highly skilled design 
and production personnel are rapidly being dispersed among other 
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industries which can provide more stable employment. We may not 
have time, in the event of another emergency, to either recruit or train 
hew workers. ; 

The Merchiant Marine Act of 1936 was enacted to foster the deve lop- 
ment and to encourage the maintenance of a merchant fleet capable of 


serving our needs in peace or in war. It was intended to provide 
adequate incentives for a continuing merchant ship program. This 


objective is not, at present, being attained. 

Based upon our analysis of workload needs of the industry, it would 
appear that the shipbuil ding potential of our country must be sup 
ported by some interlia emergency program. It is not my respons.- 
bility to recommend what such a program should be. To provide 
a minimum sustaining workload for the industry, however, it should 
consist of at least 20 ships annu: ally and start at the earliest possible 
time. It would not, in any sense, be a permanent solution to our 
problem. It would, however, keep a number of yards from closing in 
the next year. 

The only permanent solution is, of course, to pros idle greater mncen 
tives to commercial operators to place orders for new merchant ships 
on a continuing basis. There are a number of legislative proposals 
now before the Congress which may help to accomplish this purpose. 

I am authorized to say that the Department of Defense supports 
H. R. 8637 in principle. The De partment 1s 1n aceord with the pur 
pose of the bill which is to stimulate new ship construction. ioe 
modern and improved types = ships may be brought into being and 
the industry may be greatly benefited. These are worthwhile objec- 
tives. While certain revisions may be desirable, the Department con 
siders that specific comment on detailed provisions of the bill is 
primarily within the jurisdiction of other Government agencies. I 
am informed that the Bureau of the Budget has not yet formulated 
its position on the bill. 

In closing, I would like to repeat that the Navy is gravely con 
cerned with the plight of the shipbuile ding industry which promises 
to become the most vulnerable area in our preparedness program. 

Conditions have seriously deteriorated since 1952 when shipbuilding 
was in effect declared a distressed industry. Many firms are today 
faced with the prospect of closing up, unless new work is forthcoming. 
The Navy will continue to do what it can to ease the situation. How- 
ever, it is certain that the Navy’s annual construction programs 
cannot alone support a mobilization base of operating shipyards 
capable of the expansion necessary to build a wartime merchant 
marine. 

I wish to thank you, Mr. Chairman, and members of the committee, 
for inviting me to testify on this important subject. 

Mr. Totierson. In turn, Admiral, may I say that the committee 
thanks you for your statement, which is a most excellent one, a very 
strong one, and those of us on the committee who have been and are 
‘very much concerned about our shipyard situation are pleased that 
you have made the statement that you have. 

I wanted to ask you one question, and I am sure that there are a 
number of questions that the other committee members want to ask 
you. 

I want to direct your attention to the statement you made about 
fiscal year 1954 when you said that all the Navy ship construction 1s 
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going to private yards. I have had a lot of telegrams and com- 
munications from people asking about offshore procurement of vessels. 
i wonder if you could give the committee any information concerning 
the offshore procurement of vessels in 1954. 

Admiral Leccerr. The offshore proc urement program for ships in 
1954 consisted originally, I think these numbers may be off, but they 
are SO8 million, and that program has been reduced largely because 
of the critical shipbuild ng situation in this country, to a total of $32 
million. 

Mr. ‘Touierson. That offshore procurement of vessels has been in 
connection with our foreign-aid program, has it? 

Admiral Leccerr. It has been in connection with the foreign-aid 
program. ‘They are not, strictly speaking, naval vessels. The money 
comes from the ae Security appropriation and it is earmarked 
for certain item S$, a porti of which must be purchased abroad. 

As a result of part IC] [pation in this program we have received MSA 
funds to buy a number ofs hips In this country. 

The whole MSA program, as you are aware, 1s tapering off. We 
spent about $135 million the first year on the purchase of ships aboard, 
and the second year of the program that dropped to roughly S90 
million. 

‘This year 1015 down to about $30 million. 

Mr. Toutiterson. I wanted the record to be clear on this point. That 
money was not money appropriated to the Defense Department, 
but MSA funds; is that right ? 

Admiral Leecerr. That money was appropriated under MSA. It is 
not a Defense Department appropriation, 

Mr. Totuerson. You participated in it because you are the people 
qualified to take care of that responsibility. 

Admiral Leceerr. We have administered that program for the 
Department of Defense. 

Mr. Totuerson. Mr. Allen, do you have any questions? 

Mr. Auten of California. Following that line of questioning, is 
there any reason that the whole fund of dollars should not be us sed in 
American shipyards ? 

Admiral Leeerrr. I think perhaps there are some good reasons 
for it, Mr. Allen. I make my recommendations on the basis of the 
shipbuilding programs, but the decision is made elsewhere. However, 
it is, as I have been told since the inception of this program, a matter of 
national policy. While I do not know that this is the reason, I could 
easily visualize the fact that having embarked on such a program you 
must get out of it grace fully. You cannot cut the whole thing with- 
out any preparation or notice to the people whose friendship we have 
been trying to cultivate. It could easily do more harm than good. 

Mr. Aten of California. You stated: 

We may not have time, in the event of another emergency, to either recruit 
or train new workers 

Assuming we are now in a situation similar to 1941 and that wé 
have 118,000 people in the private industry, would you estimate how 
many people we should have in the case of a mobilization and how 
long it would take to get them 4 

Admiral Leecerr. What I have tried to point out in my state- 
ment. Mr. Allen, is that what we need, of course, is a merchant 
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shipping industry which will more or less support itself so as to give 
us a continuing nucleus on which to draw. I believe that we have a 
] 


fivure somewhere of an absolute minimum number of people who 


should be engaged in merchant ship construction. 

It is not an easy question to answer. It is much broader actually 
than my particular scope 1n this problem. 

The President’s Council in 1947 recommended that we have a mini- 
mum of 60,000 people engaged on merchant ship construct in 
major ¥ rds, that is, oceangoing ship construction. I don’t know 

hat those figures are comparably today. 

Our concern 1 the Navy, Mr. Allen . 1S based o1 the fact that we are 
( hareed, and that charge has been 1 terated by the A rmed services 

» of the House, that the S cretary shall maintain in opera- 
md going concel for a mobilization base for ship- 


‘ticular refers Of Ce urse, to combat sh pbuildins 


s vou , are, recently that due to the drving 
} if he merehant s] Ip CONSTI tion We had to pay (I tea healthy 
] remium to the Bethlehem (Quincy Yards to keep them from closing 


qdown thell operation. 
i 
We have L1S5,000 peop! 


le 
] 4 - = ] P } 
order to maintain the work of the sh Vards we lit 


ree 
a a 


ve cannot let it drop much below that number because tl 
well skinned down nov 

Mr. ALLEN of California. In a mobilizat , would you assume it 
would have to be dou led or tripled ¢ 

Admiral Leacerr. In any mobilization period I would say it would 
be expanded greatly beyond that. We reached 1,378,000 people in the 
hipyards during World War Il. We have ability to produce far 
more in this country today than we had in World War II, and we 
have foreign commitments SO OTe tly In excess of the ones we had at 
the start of World War II that I would say yes, we would need more 
people in the shipbuilding industry. 

Mr. ALL N of ¢ ilifornia,. Using those floures, you would have to 
eithe r multiply the present facilit " l lv limes to equal the 
facility of World War IT. 

How long would it take to triple it ? 

Admiral Lecat tae If we had L nucle i eople engaged 1h the 
business, a going nucleu 1 am sure that we could build up more 


VN 


} ip Cii\ than we dd ae World War i] be use Wwe have more reserve 
‘ipyard } tential in being than we had in World War II. 

Mr, Auten of California. When you say potential, d 

the laid-up yards ¢ 
Admiral Leccrerr. Yes; the laid-up yards. 
Mr. Aven of California, Or the laborers to use the skills 


Ach ‘| 


Tt 
ral LeGerrt. The kind of | kill 


abor SKlils we heed to Nalntaln are 


] 


eus skills. Th ‘vy are the only ones we ¢ ould hope to maintain 
really. [f we kept the nucleus of 118,000 people in tl 
vards, I do not think we would be too badly off. 

' Mr. Auuen of California. You mentioned a little later that we 
iould have a minimum workload sufficient to build 20 ships annually, 


le private ship 


1 


Ido vou know what number that would require / 
Admiral Lecerrr. I am very glad that you raised that question 
because I think that that point in the statement is not entirely clear 
nd L would like to make clear th: his is a program which I feel 


t 
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personally—this is not a Department of Defense recommendation— 
‘t isa program which I feel personally is necessary. It is offered as a 
suggestion to the committee, and it would be in addition to the other 
programs which are now on the books. 

I make that statement because from what I know of the other pro- 
grams under consideration by the Maritime Administration, there are 
a great many obstacles to be cleared away before any of this program 
bee omes effective. As to how many men the 20 ships would employ, 
it would depend of course on the type of ships which are selected 
for construction. We would have to pick something for which plans 
were available and on W hich construction could be started immediately 
if it is to help the present situation. 

A passenger ship employs about 1,200 men annually; a tanker about 
100 men annually; and a dry-cargo ship 350. 

Mr. Auten of California. To go at it a little differently, I think 
we have a merchant marine consisting of about 1,200 ships, and the 
Navy advises us that we need another 200 to make 1,400 ships. On 
1 20-vear basis it would be necessary to build 70 ships a year to sustain 
that type of fleet on a fa rly even program, would it not ? 

Admiral, you said: 

In closing, I would like to repeat that the Navy is gravely concerned with the 
plight of the shipbuilding industry which promises to become the most vulnerable 


urea in our preparedness program 


The statement is sufficiently astounding. I wanted to be sure it is 
not an exaggeration. Is that an accurate appraisal, that this is 
likely to be the most vulnerable area in our preparedness program ¢ 

\dmiral Leacerr. I think it might well be such from the indica- 
tions we have confronting us. This is one man’s opinion, Mr. Allen, 
hut it looks pretty dark to me, certainly. 

Mr. Auuen of California. Thank you, sir. 

Mr. Totierson. Do you have any questions, Mr. Bonner ? 

Mr. Bonner. Admiral, in what countries do you now have con- 
truction contracts under the mutual-aid funds, and what type of 
vessels are being constructed ? 

Admiral Leecerr. We have construction contracts in Norway, Bel 
gium, Denmark, France, Italy, Portugal, and England, and that is 
all that I reeall. 

Mr. Bonner. That is seven countries ? 

\dmiral Leaerrr. Seven countries, ves, sir. 

Mr. Bonner. What type of construction ? 

Admiral Leecrrr. The construction consists primarily of mine 

eepers, patrol crait, what they call second-class escorts, and what 
we would eall destrove) sScorts 

Mr. Bonner. There is more ship construction going on in those 
countries than there is here today in America, is there not ? 

Admiral Leacerr. That is mght, si 

Mr. Bonner. Under the mutual-aid program, since there is such 
\merica, why was it decided to have ship 


A ce ith of co) structs 


construction abroad? Or is that a fair question to ask you ¢ 
Admiral Lreecerrt. Ye . sir. I think it is a fair question. I don’t 

know that I have anv official stati to answer it. but I will he cer 

tainly happy fo give you my impression as to why we are in it. As 


I understand it, the mutual sistanca fund was set up with the dual 
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purpose of improving the relative military capability of our allies; 
and secondly, to assist them economically. And as a part of the eco 
nomic assistance it was necessary to spend a part of the funds in those 
countries. 

Mr. Bonner. Well, assist them militarily, you say this construction 
assists them militarily ¢ 

Admiral Leacerr. Yes, sir; it does definitely assist them mili 


tarily. The ships that we are building in those countries will go into 
the navies of those countries or other NATO allies. 
They are a type of ship which is indigenous to the country. It is 


designed and built by them. It uses materials and machinery pro 
duced in those countries, and it should be subject to more successful 
operation by the navies of our allies and certainly will be an easier 
problem to maintain by them in the future. 

Mr. Bonner. I thoroughly understand the mutual-aid program, 
to rehabilitate these countries and pay them, and so forth, but with 
the ship construction situation in this country as it is and the difficulty 
we are having in operating American merchant marine, I would think 
that there are other fields in which the mutual-aid funds could be spent 
better, but that is not a question to be decided here. 

The ships then do not come into the American Navy. They go into 
the NATO fleet. 

Admiral Leecerr. That is right, those ships all go into the navies 
of our NATO allies. None of them come back into the American 
Navy and on the contrary we build a number of ships in this ountry 
which likewise go abroad to the navies of our allies. 

Mr. Bonner. That is all I had, Mr. Chairman, at this time. 

Mr. ToLuerson. Mr. Mumma, do you have any questions ¢ 

Mr. Mt MMA. I would like to ask the admiral a question which may 
be out of order. Is this famous tug-boat program under your control ? 

Admiral Leeerrr. Yes, sir. 

Mr. Mumma. Is that true what they say about it ? 

Admiral Leccerr. I wouldn’t want to give the Impression that I was 
happy about it, Mr. Mumma. Iam anything but. 

Mr. Mumma. Instead of helping the Navy shipyards it has broken 
a number of them, has it not ? 

Admiral Leacerr. Yes, it has. 

Mr. Mumma. Do you think those fellows have a just complaint 
against the Navy ? 

Admiral Leaat rs We have investigated every single complaint very 
carefully, and insofar as it is within our legal powers to do so, we 
have compensated these people for all the changes, delays and incon 


veniences which they suffered under this program. There is a lot 
more to the story than that, because they are small shipyards. This is 
a long subject, and I am not sure we should get into it now. We have 


done our best with it. 

Mr. Mumma. I just happened to read it in the Miami Herald last 
week and it sounded to me like you are helping the local shipyard 
and it broke some of them. 

Admiral Lreacerr. Since you raised the subject, sir, in the number 
of shipyards with whom we have contracts, the total number of ships 
we are building, the amount of money being spent under these pro 
grams, I think we would be open t suspicion if we did 
tain amount of difficulty of the nature pointed out. 


not have a ‘e] 
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Mr. Mumma. Wasn’t it mostlv due to the indecision of the Navy as 
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\\ { or | | do ep further: although you 
i oO! oO} { ‘ ) nend a program, would you 
in unothicially’ D ou suggest we go about it through 
rivate enter} ( do voi iggest we go about it as a truly spon 
red Ga e ent } ogran ere these merchant ships are actually . 
e Crovernn t (;overnl ne me ey nd no bones made 
O 
Admiral Lec I'l We rec ! strongly that the only practical, 
ov-tel olution for private industry, give ifficient encourage 
nent by the Graovernme t. to go ahead with a construction program, 
Howevel ‘ to view what we gard as a pretty critical im 
e situation where private ship) rds are faced with decisions 
ave to be made now as to etnel they are cong to close 
thin the next Tew ni s or not. 
Mr. Watnwrieutr. Do you think that the suggested remedy of Mr. 
L efson’s | 1 woe faa ough to aid and to @ive encouragement and 
t | Ve I ha if hie l 


_ 


supports this bill 


np pI d we want t hee ve anything else that can be done. 
I do not t} lamu posit to pred ust how fal this particular 
nll will go. I know of only two cases where ships might be built 
{ t « th pal l 
Mr. Wainwricutr. Aga n you offi | position or your posi 
( Ss al ndaividual, ised \ r Ki ledge and experience and 
mnkeround, uict ve suggest To us or to the political leadership 
invthing further that they could do to « ourage merchant marine 
onst tie ¢ 
Admiral Leaerrr. Yes. l We har before the Congress now a 
bills whi L hop ll get e rly ittention, and after con 
f ne all those bills and the obsta les through which they must 20, 
| feel should also ha erge) program of at least 20 ves 
els of atype which ca e constructed early. 
Mr. WarInwricu Would private industry be willing, under the 
ct ements, to go ahead tht e proevran vou suggested of 


lL we | if f eve that private ndu try could pos 


rought into the act s SOO! I would like to make it clear 
that it is not my privilege to suggest what kind of vessels we build, 


ee ge 


‘ 
or even that we build vessels I make the suggestion tha 
have a program of 20 vessels initiated as soon as possible it re 
to maintain our nuclei in the various private shipyards. 

Mr. Wainwricur. To whom would you suggest that we go to d 
termine the bext s ep? | the Maritime Commissioner t prope 
person ¢ 

\d il Leccerr. Yes: It ie Maritime Commissioner woul 
be the prope perso 

Mir. WaAINWwrIGH No f Hye auest iy Nir. ¢ min 
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\I MAGNUS Yi Mir. ¢ \ d that the ( 
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Ad il I Phe type of ship w is been ¢ | to be 
bullt is the type e are going to uld in Europe otherwise, and it 
tL minesweeping type of construction. It does not, unfortunately, 
help us very much inthe problem of maintaining our yards for ocea 
LOL Ve els It does, of course, keep some people | 1 the hipb | ! 
business who know how to build ships. 

fo answer your specific question as to where they are going, we 
have a schedule yong out this week to all peopl qual ied to bul 
minesweepers, and within 3 weeks we w 1] have proposals ] iron 


them ana this v }} be cde ded primarily on the | ISIS of the lowest 
competitive proposal. 

Myr. M LGN SON, | cid hot meal whe re t} , work would he sss oned, 
I meant vho would cet the vessels when they are completed. 

Admiral Leccerr. The vessels will go to the foreign countries, the 
foreign nations, when we finish them. 

Mr. Maanvson. Who will pay for them ? 

Admiral Lecarrr. The MSA appropriation. 

Mr. Macenvuson. Incidentally, I have been using a figure of $51 mil- 
lion as the original offshore procurement this vear, and it is my recol 
lection that it was reduced to $27.500,000., Do those heures have any 
familiarity 

Admiral Leccrrt. That Wo ld explain it. It was reduced from 
$58 million to $51 million and subsequently to $32 million. There 
were two stages of the reduction. Where the $27 million comes from 
I cannot answer that, but I almost gave that figure earlier, so I think 
that comes from somewhere. That is the estimated cost of building 
in this country rather than overseas. 

Mr. Macnuson. That is all, Mr. Chairman. 

Mr. Totierson. Mr. Mailliard, do vou have any questions ? 

Mr. Mariurarp. No questions. 

Mr. Totierson. Mr. Ray, do you have anv questions ? 

Mr. Ray. Admiral, you advocate a program of at least 20 ships. 
Is that your figure for the desirable number ? 

Admiral Leaererr. We feel 20 is a minimum to give us the work 
which is immediately needed in the shipyards. 
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Admiral LEGG! ye That is true, of course. We have released a lot 
of people from the naval shipyards during this past vear. Unless 
the situation is improved in the private shipyards it could possibly 
be that we will have to release more. 

Mr. Dorn. Then what you state is that vou are going to give work 
to the private shipyards first and in the attempt to build up private 
shipy: ards, are you going to let your navi al shipyval ds deteriorate / 

Admiral Leacetr. No, that is not what I said, and I would like to 
make clear what I did eo 


The Secretary of the Navy is charged with maintaining a private 
shipbuilding industry which will form an adequate mobilization basis 
in case of war or national emergency. There is only a limited amount 


of work and some of that must go to private yards to maintain those 
yards in operation unless and until there is adequate merchant ship- 
building to maintain the yards otherwise. 

Mr. Dorn. But how are you going to maintain your naval ship 
yards / 

Admiral Lreecerr. There is no — n. Congressman Dorn, of 
cutting our naval shipyar ls down below a proper ope ‘rating level. 
Naval shipyards are peculiarly well qualified to maintain the active 
fleet of the Navy. T hey have skills which are neither necessary nor 
retainable in private yards under the system of bidding. So that 
the combatant ships « of the Navy are overhauled almost — ely 
in the Navy shipyards, and that will maintain the Navy shipy: ards 
as voing concerns, 

Mr. Dorn. Just maintain them on a very small basis to keep them 
voing. 

\dmiral Leacert. In the situation in which we find ourselves today, 
l think we must confront the fact that we may have to do that. 

Mr. Dorn. That would mean, then, that practically speaking, all 
new construction will go to private shipyards, no matter what tvpe 
ot ; 

Admiral Leaeerr. It has gone to private shipyards (lis year. 

Mr. Dorn. Iam talking about the future. 

Admiral Leacerr. We have not as yet decided what will be done 
with the ee. program in 1955, and since the nll was on ly 
reported out of the House committee on Monday, I think that any 
decision would i premature at this time as to what we are going 
to do with it. 

Mr. Dorn. Thank you Mr. Chairman. That is all I have. 

Mr. Toutierson. Mrs. Sullivan, do you have any questions? 

Mrs. SuLLIVAN. No questions. 

Mr. Tortierson. Mr. Allen. 

Mr. Auuen of California. Admiral, I have thought often and sald 
once in awhile that if the American people a hot travel on American 
ships, and if the American shipper did not ship on them, it might 
come to pass that we would _ ave a conditi where we would be paving 
for the use of the foreign ships and aa have to pay again to main- 
tain the American ships and shipyards as a needed mobilization base 
for the auxili: ary fleet of the Navy. 

From what you said, I take it we are already at that stage. From 
= payment of the premium to the Quincy y: ird, we are now paying 
in addition for the operation of that yi ard partly because we did 
a use the American ships in the first place, and in this proposal 
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Nia Mumma. I thought M Grace explained why their bid was 
Si rh on the ne ( ind you gave h this other work to sort 
( Ol { ( ect ¢ 

\ ral Leccerr. No, gave { the other work because they 

Yo! to shut thre ! | ed ( 

\ Nin IM It thy ime thing 

M PoOLLEFSO I \ ery mu Admiral Leegett We 
} ite ye l col ho » W your tine Late ent 

LT ever, 4 Vi ave all heard the bells which indicate that the 
Ho se, Without consuit Oo . de ded to come 1} it 11 o clock today, 


nad that an unfortunate tuatiol Not knowing that that was to 


be e case, we wid not a for permission to sit during general 


I shall do so today, however, if I cai 
, yr until tomorrow morning at 10 o'clock, 
and I ithe doubt that th Ho e will come ! it, 1] o'clock, but if it 
does I shall ask for permisslk to sit to accommodate the witnesses 
who could not be heard to lay. 
We will recess until 10 o’clock tomorrow morning, then. 
(Whereupon, at 11:14 a. m., the hearing was recessed until Thurs- 


day, April 29, 1954, at 10 a. m.) 


We will recess our meettil 


TO FACILITATE PRIVATE FINANCING OF NEW SHIP 
CONSTRUCTION 


THURSDAY, APRIL 29, 1954 


Houser or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISH ReE@Es, 
Washington, dD. ( 
The committee met at 10 a. m., pursuant to recess, in roona 219, 
Old House Office Building, Hon. Thor C. Tollefson, presiding. 
Mr. Totierson. The committee meeting will come to order, and 
we will continue hearings on H. R. 8637. 
The House comes in at 11 again this morning, and we have three 
witnesses that we would like to hear this morning, particularly Mr. 
Casey, Mr. Rothschild, and Mr. Duke; and I would appreciate it if 


you would divide your time. We are calling Mr. Casey first. 


STATEMENT OF RALPH E. CASEY, ASSOCIATE GENERAL COUNSEL, 
GENERAL ACCOUNTING OFFICE, ON 1954 PROPOSAL TO AMEND 
TITLE XI OF THE MERCHANT MARINE ACT OF 1936 


Mr. Casey. I have quite a long prepared statement, which I shall 
not read. I shall try to summarize just some of the points that we 
have made conce rning the bill. 


Mr. 'Touterson. I appreciate that. 


Mr. Cassy. I should like to devote most of my t to the last 
proposition, which is in the last couple of pages of the statement. 
Mr. ToLLerson, The statement, itself, I] be pla (| n the record. 


as part of the record. 
Mr. Casey. Thank you. 
(The statement of Mr. Ralph E. ¢ asey 1S as follows:) 


Mr. Chairman and members of the committee: [ am pleased to be ere 
today to testify on this proposed legislation facilitate the financing of ship 
construction with money obtained from private sources 

I should state at the outset that the General Accounting Office is not opposed to 
this bill In its broader aspects, the necessity and desirability of the legislation 
are matters which this committee and Congress must decid ‘Therefore, it will 
be my purpose, generally to afford the committee such assistance as I am able 
in the course of its deliberations by analyzin the effect of ome of the changes 


proposed and by pointing to some provisions which, in my opinion, could cause 
trouble in their present form 

First, it is my considered judgment that these amendments do not repeal, 
amend, or modify in any way those provisions of title V of the 1936 act which 
authorize financing of the purchase price of the vessel by the Government Title 
XI, which authorizes the insurance of ship mortgages by the Government in 
cases where the funds are obtained from private sources to build vessels has 
been a part of the Merchant Murine Act since 1938. It was amended last year, 
as you know, to eliminate some of the redtape that seemed to, be standing in 
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Ov \( \ ATE FINANCING OF SHIP CONSTRUCTION 
pr fit ‘ nde the xistil provisions The 
pre proj ul «le ned to make pr e investment in ship construc- 
e attra é H ver, the re will still lie open for the industry 
part ! erce to have s s | t under either alternative 
Mr. ¢ 1 he in previous hearings on this bill 
the i f me embers of the cor 
! | i iny effec he provisions of law I 
\ ikke he to provide for full 
1 ! e granted b) 
fi i Dy par provided, of course, it 
eet he f In re} on the bills which 
were ‘ he ( er Gene izzested the possibility « 
Z I I itutiol vithout insurance 
mM ( di n fac 
‘ 7 ‘ } ] I é > percent 
I Ine epresel ‘ n ¢ that the require 
f | prevented the 
‘ ‘ to at private finan 
G ! \ l Office is unable 
{ ) he rr I t has the deterrent effect 
I ‘ nae 4 ’ ’ } t ‘ place since Public Law 288 
( \ lb, 1 \ ( ( e, it e recognized that 
t n} ( ( e ¢ ence of the unworkability of the 
Ind epresentatives themselves have conceded that there are many fac 
tors which have prevented mp construction nd I doubt that even the most 
opt i of thei wi re] ! ce I tee that the present bill constitutes 
pi ea for their difficulties : he fini alysis, it devolves upon this 
col ittee to decide for its whethe thi libera ation of the financing pro 
visions of the 1936 act is necessary and desirable from the standpoint of the 
hippi ndustry, the final x institutic , and la but by no means least, 
the United States 
I ( self, we are s ew! nee ith seve specific provisions 
First, turning to section 1104 1) (2), we have the provision which author 
ize e Secretary of Commerce to « ! e tl construction cost to the mort 
£ | I » the exe ‘ ( irther provides “such deter 
nat to be conelu ( he pur of determining the principal amount 
of the 1 rtgace Ind re} entative have maintained that the purpose 
of this provision is to “firm uy he transaction i ving the mortgage at the 
outset The point out that the construction cost of a vessel is sometimes not 
knowl n ¢ if less Ti ne 1 of sever l ye rs 
The SEVPT nossible { t tl ! i n could, in operation, turn 
out te ‘ re ( Ass ‘ r ¢ ple, a case where the Secretary 
of ¢ ree st ted t 1 ‘ g ) n ship to he $24 million 
I l for payment of 25 percent, or $6 million in cash, by the ship 
ope t or 1 tgag I of 75 percent S1S on, | the finan 
g iti only have a 10 
D ’ or &O 
\ t Te ‘ansactions which 
re I ( a similarily be 
tTwe f tuatie 
S ose, on the ion to the mort 
gas as estimated by the Secretary of Commerce, the ship costs $30 million 
Incidentally this apnarently s not an extremely 1 ikely situation since T 
have heard that one of the principal shinbuilding companies in the United 
mt Tes SU f ej a considet ib s Tt ently in the construction of two vessels 
If the expert estimators employed by ship construction companies can make 
such a tantial e1 it « nly stands to reason that like errors are pos 
sil t the Department of erce 
In such a case, that is, where the ship turns out to cost $30 million and the 
financing mpan s obligate to advance only $18 million, someone has to 
pay the difference (nd it may be that the company having the ship built does 
not have that kind of available money 
Recognizing the desirability, from the standpoint of the financing institution, 


of knowing that their ship loan is a firm transaction once the deal is made, 





es 








but : ime time recogni ‘ sj ties refe d to above would 
I my stion that some modification of this provision be made so te 
provide, for example, that where there is a deviation or variation of more 
in 5 percent upward or ownwart etwee the estimated ce 
gago! thority would be available in t! Secretary Commerce, the 9 
institution and the shippir ompany to revise tl transactior I have 
explored this proposition at lengtl nd merely suggest it f thie a tior 
‘ the committe 
Ch Ss a proviso in sectior 104 (a) the effe ‘ ! 7 

I su dt rt ize I hea Ol or S pel e cost tl ‘ wh 
are referred t is special pvrpose essels or | | rriers It the ugh 
of the General Accountin Offi ‘ i his con tte iv Ww eX] ¢ ‘ 
necessity fo ! é g the « t 7 i ree} is 
‘ the Tw types Vessels qt nd ‘ ~ ry | 1M ce ore 
\l COVE | note 1 ¢ le ‘ ‘ y l purpose 

PSSé a e ft ilk rie s t d the Cor i g ‘ 
extent to which such broad ter s lend themst ¢ to almost unlimited interpre 

ito! { ould sé th Some j its by \ ( i { nm shi pelle 
ou the act 

Moreover, in connect vith th 1 } ew of 
Accounting Office that the requir { ( hie f 
Defense that such a ePSSeCl requ lf ! ae 

practical purposes en I bere our experic ‘ t 

bly would be a tendenc, in the Ds rtment of Defense nN 
con truction was not coming out of their appropria ns, t f t} 
from a rowboat on up as being net sary for nation | nse } ! ‘ j 
heen on this theory that we have continually reconmmended that 
national-defense allowances be paid from appropri: ns { he Db I ‘ 
lLoefense 

[I should like to comment briefly n the interest ite m Sic npr I } 

f this sume section (p. 8 of the committee print) So far as we have beet ‘ 
to appraise this provision, it seems to be sound lLlowever, we ould 
point out that actually the size of interest rate is of princinal concern ) ‘ 
mortgagor and mortgagee rhe Government would not be required to pay the 
interest rate except in the case of a default ind then onl f an ¢ 
limited period of time Consequently we have not ttempted vod ‘ 

ilvsis of this provisior We micht iter the ¢o ent, owevel tha 
Secretary of the Treas rathe an the Secret of ¢ erce S¢ 
to be the proper official for determining the “estimated 
for Government securities whicl re subject. te Feder income ‘ oO 
20-year maturities 

Paragraph 9% of this same section includes the so-« l sole recour DI 
vision which is contained in section 3 of Public Law 586 1 n Vv ¢ d the 

ong range bill’). The effect of this provision is to authorize the in 
t mortgage covering a passenger ve ssel of certain ch wtTeristics of Aa ] I 
to the effect that the sole recourse against the mortgagor in the ever of de 
shall be limited to repossession of the vessel Phe provision t h: " 
copied from section 3 of Public Law 586, very si ficantlv fails t lo the 
following sentence: 

“Such vessel upon surrender shall be i) free and clear of all liens and 1 
brances whatsoever, except the lien of the preferred mortgage il . Line 
(iii) in as good order and condition, ordinary wear and tear excepted whe 
ut quired by the pure haser, except that anv def encies with re spect oO f “lo 
from incumbrances, condition, and class, may, to the extent covered by valid 
policies of insurance, be satisfied by the assignment to tl Unit St 
claims of the purchaser under such policies of insurance.” 

We see no reason why the United States should not be entitles it t to 
having the vessel returned to it in goed condition and ft of othe ( where 


he vessel is to constitute the sole security for the loan. It is not too diff t 
o envision Many ways in which the absence of any such requirement 

could prove extremely detrimental to the United States 

Section 1104 (e) (p. 18 of the committee print) now reads 


“The Secretary of Commerce is anthorized to charge and ¢ ect such amount 


{ 
+ 


as he may deem reasonable for the investigation of applications for i rance 


It further provides that 
“Unless otherwise agreed, the charges for ai such services shal e paid 
by the mortgagor or the borrower.” 
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AT RIVA NANCIN( FF SHIP CONSTRUCTION 
‘ ibig ts prese form the cost 
c fay rin ¢ Ss alwna to be recovered by 
ent fron ‘ it ie 2 1 either the mortgagor or the 
‘ ord dt bstituted f the words “as authorized.” 
ey rt « Se n her cha hould be made so that it 
he ¢] " r i the vagor or borrower, unless 

] he caget r lendet 
} e hes ‘ f ‘ t fre the neuage of section 1105 
‘ | i concerns the ights of the mort 
vauree I thie lefauit he ] Visi¢ Feels to ive 
ric] "4 emedvy the f e te anv installment 
nterest under red mortgage for 30 days after the due 
et f e the ortgagee the right to demand from 
el rle iid pl ipa the loan immediately upon 
‘ " ASsunie¢ payment of 
1 interest to I eon Ju | rhe mortgagor fails to make pay 
ind ’ julv 2 hie or ive emand pavmenl Dy the Secre 
e of tl npa pal ai nt of the rtgage and interest 
ISSiZ] f blig S ] s 1 t mmerce On July 
ror nd } ‘ he overd nstallment of principal 
Ct} ( le oweve he ss t] Secretary of Com 
vithin 30 davs fro! e date of demand by the mortgagee that there 
def cl pothe 1 he could not do—or that 
d d ed prior to such d I—he can't do this 
‘ ’ f e is requires cept the assignment and 
see the npaid principal amount of the mortgage 
I ( thereo ine ( i paymel 

nteri it 1 he « rect. it ould seem to leave the mort 
sitic eG nment e over the loan on the basis of 


e ft ou ‘ ti tec] de iit In fact, while I do 





ould ever be done, I 1 inclined to think it would leave 
( ‘ i po ransfer all these loans to the 
inv time ae ys arrangements 
I ad lis Vy appropriate 
I g ‘ ) s from the due 
‘ { é e { pertore thre ! rigagee 
he ht te | ( f ! rom the Government 
‘ 0 ‘ \ | | iry is substituted 
‘ \ in the event there 
I lvised he accountants in 
} S eta would ‘ l ) make payments 
eg lle ( : e] l f the fund or out 
) ition col ed in the act This, 

‘ ! i t u port 
| 1 ) ‘ les, in the event of 
‘ ‘ ( 1 e DY he secretary of 
| ] eres e | ed States does not 
( I h evel the legislation would 
ot ( ortgagor as, in the opinion 
co \ es) edving the defaults.” We 
! reat thority tl is actually 
é “< t I f Commerce in such a 
( ere ( I sagor relative to repayment of the 
new ; ement ) ld inelude a rescheduling of the 
nd yp 1 defe of past-due interest payments. In 
he eemel he Secretary of Commerce could make would 
e f ( f i ‘ hich would be designed to 
e United States the principal and interest due under the mort 
execute lioweve der the | i now reads literally 
eno | i » the eement the Secretary of Commerce might 

safeg rds she dt cluded here 

have the s final-ar ve provision of the bill. When 
e 1936 a vas amende st year by Public Law 288, there was 
section providit that any ntract or insurance commitment 
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entered into by the Secretary of Commerce under this title should be tm mia 
conclusive and not subject to avoidance by any officer, employee, or agen f the 
United States, except in ses of fraud, dures lil stal t f hie 
present bill would modify this language somewhat, but not, I assure f 
the purpose of making the contract any the more reviewable by the General 
Accounting Office than under the amendment efrecte by Publie Law 2as 

The Comptroller General has cor ently opposed these provisions in all type 
of legislation It is his uncompromising position that provisions of this kind 
ure inconsistent with the system « her hic Pika es pol Wl ery 
foundations of our Government re 

The General Accounting Office was esta shed ig \ f the Congress 
and empowe ed to take effective ction Wwheneve the exe it e bra h of the 
Government attempted to execute commitments which transcended the provi- 
sions of applic ible statutes Provisio1 f thi nal lete le this 
power and leave administrative fficinis free ft i rand terpret the 
see fit the laws which Congress enacts 

It is true, of course, that there have been provisions of this type enacted 
law in certain fields of specialized activities When the amendments to title 
XI were proposed last year, we objected, though very mildly, to this provision 
We reeegnized that, by reason of the nature f the le slatior nd ‘ rpose 
it was designed to accomplish, there was an overridil necessity for « iking 
the insurance commitment with a maximum of firmness and finality it was 
on this basis that the reports of the Comptroller General to the House and Senate 
committees did not express objection to the na nad cone I ! 


When the industry representatives testified before the House mittee on 
Merchant Marine and Fisheries o1 ! | 
question of this provision was discussed at some length. In reading the trar 


script of those hearings, you get the impression that some members of the ¢ 





resent bill several weeks ago, the 








mittee and possibly some representatives of the shipping indu feel that the 
provision in this bill will effecti remove the Comptroller General and the 
General Accounting Office from situations similar t thos ‘ sting i e case 
of the United States, the Independence, ai Constitution I car t state 
too clearly or too emphatically that the provi uld have no suet ffec 
Perhaps I can best explain why this is so by using figures with which we are 
more or less familiar Assume, for example, that the steamship United States 
were to be constructed today under the private financing provisions of this 
of the operator’s share in the cost of the sl ip SIS mi on. he would put up $7 
million in ¢ash and borrow $21 million under a mortgage whi the G 
would insure The mortgage agreement and the insurat eontract wv di 





be contestable, or, to put it another way, their legality would not be oper 














question by the General Accounting Office However, that is not to sav that 
the General Accounting Office might not question d. in fact clar egal 
the contract under the construction differential subsidy ar nation defense 
allowances are assumed by the United States Gover: nt rh ! 
in any way, shape, or manner the thority which the Genera 
Accounting Office now has to re se of the transa ( 

I anticipate that pointing out nn contained { re bi 
may have some detrimental effec t ment interest I f 
timony of industry representatives that it may not be enough ft 1a ee the 
private loan “to the hilt,” so to spe: It has en stater 
panies and banks have no desire to become partir to transactions, a phase 
of which may wind up in the courts or even result i default by t mort 

With thi n mind, I suggest on | ! ( I rn | 
Gene 1 Accounting Office that the Congre rive consider nm to the foll ! 
basic and, to mv mind, all ortant proposal Le nad \ 1h he 
act in such a w that, upon fi det na he Feder \ I 
ol ns l aiff ntia sul ! defey 
vessel to be constructed thereunde ya ‘ Npassil ‘ 
tio ! be made ra pe Lot 60d ( 

( md rat 
Congress, with a copy to the Fed | Maritime I ! g 
( miei l vith re ( lets i ! 
hee e presser { e propose ranee 
\ la we the yect of ar ! f d repo lal exe l I 
nil } n so Case the sul ( i i ent ad tli ¢ 
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I r ¢ ting law, the head « inv executive department May request an 
r« e decision of the Ce ptrolle G eral with respet to any question In 
ent to be de by or und ! rhis decision, when rendered, 
iT hoth the é ] ve bra and pon the General Accounting 
Office i r the acc onta ng the payment However, the law has 
n ‘ eques ) he specil legal questious posed 
( he | trative age , eud Consequently, the Secretary 
re ¢ t} ( f he Feder Marit e Doard, is not now au- 
‘ ‘ f the it dete t 1 or of the insurance 
posa 
i te also that the pro} i eS not crease in any way the existing 
( ptroller Ger Lo the Gener: Accounting Office. It 
| do in advance of the execution of con 
ea ear and spe ( whit n fact, obligation 
t la 
net the Dey ent f Commerce, it does not detract 
' ! ts 4 : t] itv, except to the extent that they are 
») day ‘ e ¢ rminatic he re executing the contracts 
r} é i read e that the irpose of the proposal is 
e ('o! ess he executive branch, the shipping industry, to 
‘ el t ( ‘ i to ‘ eneral ] I Vi e of the execution 
Ss, the eWSs ¢ ihe Comptroll General and the General 
Ace ne Office it fervent hope that, acte nto law, this proposal 
vi Wwiv toward p ting enet he difiiculties involved in 
sit S s t I ed States Lines and American Export Co. cases 
| l d \ Chairman, my stateme h respect to the pending bill. 


Mr. Totterson. You may proceed, Mr. Casey. 
Mr. Casey. I should state, Mr, ¢ hairm n, that the General Account- 
ne Office is not opposed to this bill. I want to point out that this bill 
in amendment to title XI, which contains the private-financing pro- 
of the Merchant Marine Act of 1936. Chose provisions, of one 
form or another, have been part of the act since 1938. We do not feel 
that anv amendments to that part of the law will in any way, shape, or 
manner affect the proy ms of the law which apply to public financing, 

nt tle '.; 

Che principal change which the bill will make will be an increase 
nt msurance Trom 90 percent of the Government loan, of 
he loan by the private financing institutions, to 100 percent. We 
take really no position on this part of the bill. We feel that, in the 
final analysis, it is a question as to whether or not that increase is neces 


1 


sary to accomplish the purpose of the act. We think it should be borne 


l, however, that this 90-percent provision that was incorporated 
n Public Law 288 last vear, which the industry now says is the stum 
bling block to private financing, is undoubtedly not the only stumbling 
] ‘ | : 


lock to getting ships built; that it has only been a part of the law 
) ) [t is true there has been no financing under 


t, but vou kno and we k w that there are a n umber of reasons why 
o slaps have been built ind, while this m L\ have been one point, I 
think it certainly is not going to be the important one with respect to 
the merchant marine, affecting both the operators and the ship con 

str on industrv. 
Mr. To.terson. As the one who introd ced the bill, I would be 

“i T iwree with t you say 

Mr. ¢ sey. In the bill, itself, there are several provisions to which 
i refer briefly, as being possible sources of trouble. The first 
ro n ect L104 ry, Wl provides that for the 
Ur of determin gc the mount of ft iInortgage and the insur 
ince, the estimated construction cost of the ship the estimate made 
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by the Secretary of Commerce—will be final and conclusive for the 
purpose of determining the amount of the mortgage and insurance. 

Now, it is conceivable that that could cause some trouble. I per- 
sonally feel that the estimate will always be high. In other words, the 
Secretary of Commerce natur ally will want to take care of all contin 
gencies, when he makes his original estimate. He will want to five 
the benefits of the doul t, so far as escalation is conce} ned, and also as 
to any possible changes in the plans and specifications during the 
course of construction of the ship; so that, in any event, the insurance 
company will be putting up enough money in the first instance to 
cover the 75 percel t that will be the private finan hg part of the cost 
of the ship. 

In that way, I am inclined to think that the bill should contain some 
afeguard, so that there will be either some adjustme! t later to the 
_— cost of the ship or, as I have suggested in my statement, if there 
is a variation upward or downward of 5 percent, that there be an ad- 
justment, just so that the things doesn’t get out of os d; because there 
Is some aaa there, so that we do not have t] » possibi litv of the 

HA situat on recurring in connection v th th bill, and so that se 

ppraiser, fixing the cost of a ship in advance, won't be inclined to “hit 
i light wire,” so to speak, 
Toutrrson. I might inquire whether you have given the sug 
gested language in your paper. 

Mr. \_ASEY. No, Mr. Pollet on, | haven't: but, in the statement, I 
have merely sugg 
downward of 5 percent. I am inclined to think since I prepared this 
statement, that there may be a better solution to that; and we are go 
ing to meet, this afternoon, with the industry representative and with 
the counsel from the Maritime Administration, in an attempt to work 
out language that will cover some of the points that have been raised 
in my statement—and also, in Mr. Rothschild’s 

Mr. ‘Touterson. I would appreciate it if you would give me that 
part of the language, if you will submit it to the committee. 

Mr. Casry. Yes: we will. 

(Not received in time for printing.) 

Mr. Touuerson, Thank you. 

Mr. Casey. On page 6 ot my statement, I refer to the fact that the 
interest rate, which has been given some focused attention, so to 


sted that, in case there ti Variation upward or 


speak, so far as this bill is concerned, is not of principal concern to 
the Government. It seems to me it isa q iestion to be resolved | 
the mortgagor and the mortgagee. That is, the fellow who is actually 
P Ling the interest rate is the fellow who is build ne the hip, and he 

paying to the bank or to the financing institution. 

Mr. Touterson. In other words, it won’t be an additional cost to the 
Crovernment ¢ 

Mr. Casey. It won't, except in the case where there is a default and 
the Government has to pick up the tab. Whatever deferred interest is 
hn arrears there, of course, will be part of the insurance that we w 1] 
have to pay. 

There is, however, one other a spect im 
be concer! ed. That is in the case ot a SUDS dized Op rator, where he 


} | 


e Government will 


In a recapture position. The interest rate, then, is re lly beng 
hared DODO by the Government. to the extent th it our share of the 
excess profits is reduced by 50 percent, Therefore, anv costs, to that 


extent. we share 50 percent, so to speak ; but I don’t think that is a 
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ficiently material consideration to cause us to become concerned 
with the interest rate. I think it is something they should work out 
for Lilie mselves, ~ that it W ll be workable, a} al so it will accomplish 
the purpe se of the law. 

We haven’t attempted anv ré lly detailed analysis of this project 
I do ant to point out, though- _ 

Mr. Bonner. Let me vet the analysis. 

Mr. Casry. Surely. 

Mr. Bonner. You mean the interest rate will be taken into consider 
ition in this subsidy operation ? 

Mr. Casey. That is rieht 

Mr. Bonner. Just another case in which the Government. reallv 
will p k up the tab on t] » interest rate 


Mr. Caszy. Oh, no, Mr. Bonner. We will give him credit for all 


0 


the legitimate costs that e incurs ih the course ot his operation ; and, 
when he reaches the Sta oe here he is maki @” more than 10 percent, as 
Capit il necessarily emploved then the Government has a right to re 
capture Ov) pe reent of that ‘XCeSS, It is only when he vets to that stage 

Mr. Bonner. Then thi terest rate wil 
that stage ¢ 

Mr. Casry. That is rig] 

Mr. Bonner. It is anothe case, isn’t it. in which it is generally sald, 
“Well, what difference does it make the Government is going to pick 
up the interest, anyway”? That, in brief, is what is generally said, 
isn’t it 2 

Mr. Casey. Well, I don’t think it is that bad in this particular case, 
because 

Mr. Bonner. It isa fractional part? 

Mr. Casry. It doesn’t seem to me it is an analogous situation to 


] 


the one where the operator is given differential subsidies which are 


that we W ill be concerned wit the mterest rate. 
] 


keep him from getting to 


it; and I was coming to the interest. 


based upon the ditterence between the labor costs, foreign and 
qaomestic, In that case, that is one that your question Sugaests: but 
! nd vou. what differ ve d it make? because you couldn’t take 
ni off the 10b I don’t 1 nk it is in the same category as that 
situation. 
Mr. Bonnyl R. But it dos S increase the cost of operation / 
Mr. Casgy. It does; ves. 
Mr. BoNnNI R. \y d that is t: ken Into col sideration he fore the recap 
ture operation comes into effect ? 

Mr CASEY. I would fully expect, though. that there would be a 
bargaining back and forth between the ship operator and the insur 
ance company, Lo make sure he doesn’t pay LOO much, even from the 


standpo nt of his own efficient opel ition. 


[here is a sole-recourse provision contained in this bill, which pro 
vides in effect that for passenger vessels of certain characteristics 
there may be included a@ provisiol which will limit the recourse to the 
vessel. In other words, that is disting ished from the other assets 

f the company. That v apparent in the sole-secourse provision 
I if was ontained l the ( v-range b ll. Vv hich is Pubhe Law 5S6. 
3127 tly to us Owe the following sentence was omitted from 
the lat guage as copier tot bill, Public Law 586. and that sentenc 
rea as follows: 

Such ve n surren ree and ¢ r of all liens and incun 
brances whatsoever, except t en of the preferred mortgage, (ii) in class, and 
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(iii) in as good order and condition, ordinary wear and tear excepted, as when 
acquired by the purchaser, except that any deficiencies with 
from incumbrances, condition, and class, may, to the extent covered by valid 
policies of insurance, be satisfied by the assignment to the United States of 
claims of the purchaser under such policies of insurance 


respect to freedom 


We see no reason why, if the security is limited to the vessel, that 
the Government should not vet that vessel back in eood condition and 
free from lien; and, if it was a good provision in that bill, we think it 


is a good provision to insert in this bill. 

Section 1104-« provides that the Government is authorized to charge 
and collect such amounts as it may deem reasonable 

Mr. Bonner. Before you leave that— 

Mr. CASEY. Yes. 

Mr. Bonner. Then, under the bill, if the Government should have 
to take this vessel back, the Government would be responsible fol 
other liens on the vessel, in addition to the 90 or 100 percent / 

Mr. Casey. I suppose that would be technically right. 

Mr. Bonner. The mortgagee’s share of that vessel. in addition to 
what it is already mortgaged for ? 

Mr. Casgy. I think, if the Government forecloses, that mortgage 
would be a prior len as against any other hen: but I think it should 
he the obligation of the mortgagor, before he returns the vessel, to 
eliminate any liens and to take care of them, so that there won’t be any 
difficulty on those lines. 

Mr. Mumma. If I may ask a question, do you think that, if he 
turns the vessel back, he would be in a financial position to do that, o1 
is that one of the reasons for his turning the vessel back ¢ 

Mr. CASEY. Of course, this would be an obligation that would De 1 
existence from the time that he borrowed the money, so to speak, 
and obligated himself to pay it back to the mortgagee, and it would 
he 100 percent insured. In other words, he would have a continued 
obligation to keep it In good condition and 

Mr. Mumma. But repairs to put the ship back in condition would 
not be such an obligation as that which was incurred when the ship 


to keep 1 Mn repair. 


vas turned over to him. That is something that continues through 
out the year’ 5 isn’t that right ” 

In other words. if I LO broke and have to turn that boat back to the 
Grovernment, I havea couple ot hundred thousand or fifty thou ind 
dollars, whatever it is, owed to the shipvard, which eat place . lie 
on the vessel, | imagine: and Tam in no position t » fix if up 

Mr. Casey. That may well be. There isa point. I think you have 
a point, However. I don’t think the Government should be asked 
to take that risk, either. In other words, I think it is too much te 
ask the Government to guarantee this thing LOO percent, ind thei 


take back a leaking thing of a vessel, and not get the vessel bael i 
eood condition. 

Mr. Mumma. Who would pay such a bill for repairs? Would you 
have the shipyards stuck with it / Would you ve it stock wit] { 


or WV hom ¢ 


Mr. Casry. I suppose, if it was an obligation contained in the 
that had to be inserted in the mortgage. we might deduet from t} 
“mount we paid the mortgagee 1n his accow ting. 

Mi Mr MMA. It ought to b til , ( re oF - e Way. 

Mr. Zincxer. It would be payable out of other assets of the mort 

ror his is a limited liabt 
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Mr. Casny. That is my point. This sole-recourse provision is some- 
thing that the Congress has gone out of its way to answer in the long- 


range bill as an incentive to build passenger vessels. In this partic- 
lar bill—which is an industry bill, so to speak—they are trying to 
facilitate private financing. So far as the sole-recourse provision 1s 
Ol erned, t seems to me that that is one provision that is not going 
to facilitate private financing, but it is a restriction, too. In other 
ords, the insurance company or the bank would like to get a “shot” 
th respect to all the ships, not only the vessel, but that the whole 
redit of the country be pledged to this loan. Now, as I see it, there is 
marked line of distn ction between the thinking of the investment 


ompanies and the thinking of shipping companies; and this one 


ik i ship-company provision. 
Mr. Mumma. With a Government guaranty of 100 percent, they 


do not eed to worry about ret ne orders from any others for ships— 
{ Va rong to vet them from the Government. 

Mr. Casry. That Ss] { So that, in this particular case, this 

e provision that the ship company wants to put in, it turns out 
that, without this provision, here, the Government is holding the 
bag for the cost of putting this ship into condition, and it extinguishes 
t he l OSSeS. 

Mr. Mumma. But they are hold hg the bag one way or the other. 

Mr. Casry. I just want to point that out. I think it is a matter 
for th committee to decide. 

Mr. Mumma. I want to be a little cautious. I happen to be a 


member of the Banking and Currency Committee, which had recently 
passed the recent law, and all those things were designed to protect 
certain people’s interest, and I would hate to be guilty of the same 
negligence. 

Mr. Casey. I would like to point out that, in pointing out these 
things, today, I am explaining as best I can how they operate. This 
Ss not up to us to dee de what should be done with these provisions. 
I think this is a matter of policy. If you think this is necessary 
in order to get ships built, and that it should be in there, even though 
the Government is paying for it, that is your decision. 

Mr. Mumma. But it is your baby, this 7ndependence and Constitu 
i ettlement—wasn’t it ? 

Mr. Casry. Settlement ? 

Mi \ilUMMa,. And | mean thre settlement, the hassle over the Ind: 
pendence and Constitution subsidy. That was your- 

Mr. Casey. Yes, sir. 

MMi Miu MMA. \\ ell. you would vet back i to it again. wouldn’t you 4 

Mr. Casty. Well. if vou write it into the law, then we come into 
the picture; but this a proposition where the law has not been 
written vet. 

Mr. Mum™a. That isall. I want to be cautious. That thing about 


even a o percent leeway might he one oT the things which caused 
he trouble in the Constitution or Independence, or some to the 


TW 17e8, too, wasnt it é 


Mr. Casey. I am inclined to think there were different issues 


] ] 
volved in those cases, 
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Mr. Mumma, You fellows that are expert ou 
that, now. 

Mr. Casey. I am attempting to do that, and I have a proposition 
in the last three pages of the statement, which I think is sound, so 
far as preventing a recurrence of the /ndepend ; 
and United States situation. 

Mr. Mumma. I am somewhat premature, probably. 

Mr. ( ASEY. There is a provision, he re, W hich aut! 

Lary of Commerce to charge and collect for the Cost of making the 
credit investigations. I would think that the words “is authorized” 
ire Inappropriate. In other words, he either should be given a man 
cate to collect them from everybody, or not collect them from any 


ht to protect us on 


av 


4° 


Lede and Constitu On 


rizes the Seer 


body. In other words, the words “is authorized iN shim a right 
to collect from one but not from the other. In fact, anothe pro 
vision in that same section savs that, unless specifically agreed 


Mr. Totterson. What page is that on? 

Mr. Casey. Page 7 of mv statement, section 1104 (e) of the bill. 
\ nother provision of that sume section 18 that 

Unless otherwise agreed, the charges for any such services shall be paid by 
the mortgagor or the borrower 

Of course, if read literally. that could mean that unless it is agreed, 
the Government will not collect at all. What we really think it should 
be is, that it is agreed that the mortgagol should pay it. 

On page 9 of my statement, section 115 (c) (1) provides, in the 
event of a default, an acceptance of assignment of the mortgage by 
the Secretary of Commerce, and he may decide that the interests of 
the Un ted States clo not require foreclosure of the mortvage. In 
that case, the language of the bill prov ides: 

He may make such agreement with the mortgagor as, in the opinion of the 
Secretary of Commerce, will result in remedying the defaults 

That kind of language Is extremely broad. We do not think that it 
really means that. We think that it means he will be able to make 
such agreement as, within the framework of the act, will remedy the 
lefault. In other words, let them defer the interest payments, f t] 
want to, and let them reschedule the amortization: but let the Gov 
ernment get back everything that is due. Under this kind of lan 


cuage, he can make an agreement waiving the interest: he can make 
in agreement of almost any kind or description. 
We think that some sort of safeguard should be put in there, to 


require that the Gov rnment get } ick everyth 


ie’ y 


that is due under the 


trage, in some way, shape, or manner, and under some sched 
of payments. 
I come, now, to the “final and conclusive” provision of the bill, 


and I should like to read this part of the statement: 


When title XI of the 1936 act was amended last year by Public Law 
288, there was added a new section providing that any contract or insurance 
eommitment entered into by the Secretary of Commerce under this title should 


be final and conclusive and not subject to avoidance by any officer, employee 


agent of the United States, except in cases of fraud, dure or mutual mis 

e of fact Tho present bill would modify this language mewhat: but 

I as re vou, Te the purpose oF makil the contract ar the more review 

by the Ceneral Accounting Office than under the amendment effected by 
‘ublic Law 288 


fhe Comptroller General has consistently opposed these provisions in all types 
4 ‘ ‘ v 


gislation It is his uncompromising position that provisions of this kind 
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nconsistent with the syste of checks and balances upon which the ver 

( f Governmel est The General Accounting Office was estal 

‘ t} Congress and empowered to take effective actior 

neve! he exec e branch of the Government attempted to execute comuilt 

= wl ht ! ded provisions f applicable statutes Provisions 

this kind ¢ pletely destr this power and leave administrative officials free 
administer and interpret as they see fit the laws which the Congress enacts 

It is true, of course, that there have been provisions of this type enacted int« 
w il ertain fields of specialized activities When the amendments to title 


NI were proposed last year, we objected, though very mildly, to this provision 
We recognized that, by reason of the nature of the legislation and the purpose 





was designed to accomplish, there was an overriding necessity for cloaking 
e insurance commitment with a maximum of firmness and finality. It was on 
i that the eports of the Comptroller General to the House and Senate 
(ol ttees did not express objection to the final and conclusive provision 
When the industry representatives testified before the House Committee o1 


Merchant Marine and Fisheries on this present bill several weeks ago, the ques 
on of this provision was discussed at some length. In reading the transcript of 
ys. you get the mpression that some members of the committee and 


| some representatives of the shipping industry feel that the provision il 
t] } Ww effectively remove the Comptroller General and the General Ac 
ng Office from sit tions similar to those existing in the case of the United 
States. the Independence and the Constitution I cannot «tate too clearly or to« 
emp) v that the pre i¢ uld have no such effect 
Per I ¢ best explain wl this is so by using fignures with which we are 
e ¢ : fa al Assuie, fe eXample, that the teamship United States 
ce tructed toda er the private-financing provisions of this bill 
t r’s sl e in the ce f the ship, $28 million, he would put up $7 
! sh and borrow $21 n under a mortgage which the Government 
WA ] re 
Phat $21 millon would be insured by the Government. 
gag greement dl the isurance contract would not be contestable 
‘ hie way ‘ eL ity would not be open to question by the 
Gen \ Offi 
i é ( ‘ r yreel tive surance contract wor | not bi 
; . is 
( rit rte er | 1r'¢ ( of th hill. In othe words, it would 
I 
] l nad COnClUSILVe 
H , th Sm sa | he General Accounting Office might not ques 
n i fii le é egal the contract unde which the construction 
| and 1 defense allowan ire assumed by the United 
States Governme! his does not iny Way, shape, or manner infringe 
upon the authority which the Gene! \ccounting Office now has to review th: 
I hie I ct 
( ( { the (reneral Accounting Othe Cou d hot ques 
' . y 17 
} equent paymel ind a contract of sale fixing SZS miillon as 
e owner hare of the essel. Wi very W ell could question that ala 
‘} + 1] 
Ltob illegal, as transcending t e processes o| iaW applicable 
pavments, and ask Tol additional allowances. So there is 
on the finality, as far as this bill 1s concerned. lt applies only 
| ore d insurance commitment, 
Mi i LLEFSON,. | th cc TnNact we ild have bes understood by most 
| ( ! et As faa e su iy port on of the cost of the 
eres ( en to inspect it any pot 
Mir. ¢ SEY That sngeht, and that 1s iv I alm pointing that out 
| i\ \ noe n Think rhnere was a question to the ‘contrary. bu 
1 1 i e ] ! ho | c ered. be rise ot the mentioning of the 
/ /] ! the ¢ 
H cy ( T¢ rir¢ ) } na no t 





FACILITATE PRIVATE FINANCING OF SHIP CONSTRUCTION 113 


basic contract covering the subsidy. We would neha title V of the 
i936 act in such a Way that, upon final determination by the Federal 
Maritime Board of a construction-differential subsidy and national 
defense allowance for a vessel to be constructed thereunder, no con- 
tracts encompassing such determinations shall be made for a perload 
oncaduct 


of 60 days, within which time the Comptroller General shall « 
in audit of the transaction and render a report to the Congress, 
with a copy to the Federal Maritime Board, contulming his hnding 
und conclusions with respect to the determinations made, This pro 

osal would also become part of the present bill, so that the proposed 


nsurance commitment would also be the subject of an audit and report 


prior to actual execution of the contract. | nught pomt out that mn 
come cases the subsidy agreement and the imsurance commitment 
ire really part Of one and the sume transaction. That 1 unde 
ection V. 

Mr. Totierson. Your suggestion here, then, I should say, would 


take care of the other side of it. 
Mr. Casry. | would take care of both sides of it: I one case, Where 
there 1S ho explicit national-defense allowance eranted and there 


only a private financing of the insurance, it would only be a Gov 
rnment imsurance that would be subject to it. Under the present 
laW, as you know, the Comptrolle: General is authorized to render 
t inding decisions with respect to legal questions sed to him a 
mnce of payments. ‘Those decisions have been contined to legal 
juestions, and two specific legal questions have been posed by the 


vdministrative agency head. This proposal that we make tod: 
vould go further than that and would encompass an audit to the sa 
degree that a postaudit report would 


| 1 
be made under the present law 


We are now authorized under the present law, speci ally section 207 
f the Merchant Marine Act, to make annual reports to the Congres 

with respect to operations under the act, and oftener if we th < 

t necessary, pointing out any deficiencies or any variation from th 
rovisions of law. This, in effect, would authorize and requir 0 
lo in advance what we now have an oblig ition to do after the 


ction has taken place, Of course, I think it is pretty obvious, the 


purpose of my proposal, or the proposal of the General Accow he 
Office, is to let the sh p operator or the financing instit i hie 
( ongress and the venel il publie, ky ow our Views before ! Orie rut 
S signature ona document and Says, al d thinks, at lea that 1a 
got a binding commitment, 
We do feel that if thi Provisio vopted ll prevent a renpet 
on of the suegestions that took place in the case of the United Sta 


he Jndependence. and the Constitution. 


I may say one further feature of the thing 1s that under the present 
law the head of the agen \ would have tom ke th reqi esl for de on 
hefore we would give It. In other words, there is ho question about 


the people presently in the Maritime Board, but the time m ty come 
when some of them will feel that they do not feel the need of a 
lecision by the Comptroller General on any language, and we may 
have a repetition of the kind of difficulties we encountered in the 
ase of the United States, the Ind: pe ndence, and the Constitut 
Mr. SEELY BRowN. Do you anticipate any objection from eit] 


the agency or the shipping companies or insurance companies 


y 
ie! 
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seY. In the short time that I have had an opportunity to 
Cl1s¢ that, ] ive heard no objection. lL would Say L did not have 
t] leared with Mr. Warren until Monday of this week: therefore, 
heen limited Anvone I have sp ikken to thought it might 


ery WV be t] solution to the questions, VW hich are questions about 
he pre ey mee 
Mr. Seety-Brown. 7 might affect the willingness of the investo1 
to} { nate in the program ¢ 
Mr. Casey. I think s In other words, insurance companies, 
e 1 may be assured that they have got a formal com 
tment »> far asannu irance contract is concerned, nevertheless I 
oO | it they \ ould not Vv nt to become 11 volved in tri nsactions 
with respect to the United States, where they might get 
nto i tf. evel tho o} they m oht have a right to their money 
As soo} isthe I nited States Lines said, “You can have the ship back, 
ra dee non the merits” they don’t want hat kind of business. 
Vin l‘or LFFSON. It has heen t 1e hope of the comn tree that we might, 
het the end of the session, get into this question of national sub 
dy. Let me ask. You have wiven some cons derable thought to 
that. Maybe this isn’t up for consideration today, but supposing, a 
ouple of months from now, you get into this question of distinguish 
( hs dy operation, se k ne to find some way to avoid a repeti 
( ot thie prol lem on t! onsiderat on of this question, would you 
ome up with t] me kind of proposal? What I am getting at is, 
ire not just bringing this up in connection with the mortgage? 
Mr. Casry. No, sir. IJ am using the mortgage insurance almost as 
a vehicle to make this proposal. Now, I would Say that this thought 
occurred to me, as a result of Mr. Allen’s questioning of industry 
witnesses at a hearing 2 or 3 weeks ago. The substance of the dis 
cussion was, “Well. we recognize your problem, that you have got to 


have finality in these things, but, at the same time, if we are to have 
L separation of the three independent branches of Government, we, 
ip here, have got to know that you people, down in the executive 
branch, are doing what we tell you to do.” 

Now, has any consideration been given to a provision which would 
provide for effective aid and finality, too? And I think this is exactly 
what L man suggested sho ild he done. 

Mr. Totierson. Thank you very much, Mr. Casey. 

Do any of the me mber ‘of the committee have a question, or some 
que tions they would like to ask? 

Mr. Atzen of California. Have you language to propose, to ac 
company this 60 day provision ? 

Mr. Casry. No. sir: I haven’t. But. as I have indicated. we are 
meeting this afternoon with representatives of industry and of the 
Maritime Administration, and I anticipate that some sort of language 
mav be drafted at that time. 

Mr. Atuen of California. I was interested in your comment—some 
thing to the effect that. with conditions as they are now, you would not 
have any apprehensi sin regard to this report. Do I take it fro 
that that the conditions of the maritime have improved somewhat, 
from your standpoint ? 

Mr. Casey. I could almost say that they couldn't help Improving 
| Laughter. | ; 
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Mr. Atuen of California. At least we are glad that things have 
changed. 

Mr. Totuerson. Mr. Bonner, do you have any questions? 

Mr. Bonner. Yes Referring to vour statement, Mr. Casey, this 
vO percent is not the stumbling block, We have listened here, for a 
eood long time. about this legislation. and about much trouble with 
the merchant marine. I have appreciated your testimony. I think 
it repaid my attention. I think you pointed out, further, how we 
could vet down to what 1s the stumbl he block, because we could pass 
this legislation: and, if this is not the cure for it. then we are ju t 
wasting time. Provide for the building of all the ships that the 


ocean can hold. If you can’t operate them profitably, you are going 

to have to « ire everything. We are wasting time, Mr. Chairman. J 

think we should vet down to it. As the chairman points out, this 
umbling block. 1 would like to hear what the stumbl ng block 


see 1f we can vet all parties to come here, and see 1f we Can cure this 


Mr. Tou FSON, Would the or ntleman vield at that pon t ¢ 
Mr. Bonner. I don’t think you are making much progress, to pass 


this legislation or any other legislation, unless you remedy the real 
trouble. The question is, What is the sickness of the merchant 


marine ¢ 

Mr. ‘Totterson. Would the gentleman vield ¢ 

Mr. Bonner. Yes. 

Mr. Touierson. I think there has been festimony this hearing 
to the effect that, generally speaking, it is felt by all that this is a 
panacea, 

Mr. Bonner. That is what most all the witnesses have testified 

Mr. Toutierson. Yes; but I think the testimony also has been to the 
effect that this is just one means whereby private financing might be 
stimulated and ship construction might be enhanced. Speaking 
merely for one who introduced the bill, ] never had any thoug it 11 
mind that this would cure all the ills. ; 

Mr. Bonner. I am thoroughly convinced, Mr. Chairman, that we 
must have some vessels to support our national defense. We want 
to reach a conclusion. We have got to pass a bill that will 
our having vessels, and we have Yrot to put them into a reserve fleet 
for an emergency. We do not seem to be very successful. We come 
back, time and time acai, to the fact that the other committees of 
the Congress are not appropriat he money that has acerued and is 
due the operators on operating subsidies: so we are not makin 
headway. 

Mr. Warinwricur. Yesterday Admiral Leggett gave his own pe 
sonal view in constructive testimony as to what he thought should be 
done. So I think the gentleman’s point is very well taken if he could 
give us, not the Department’s view, but his own viewpoint as to what 
the basic crime is to which we could direct ow selves. 

Mr. Bonner. I do not agree that it is a crime. That would be a 
obligation. It is a risk. 

Mr. Touuerson. Have you any furthei questions of the witness, Mr. 
Bonner ¢ 

Mr. Bonner. He is not going to tell us about the stumbling bloc] 
{ Laughter. | 

Mr. CASEY. I did not know whether I was expected to answer or 
not. 


result 


ao 


yr Wye 


( 
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Mr. Bonner. I would like to have it answered. 

Mr. Casey. Following the suggestion of Mr. Wainwright, I, of 
course, cannot speak on this officially for the General Accounting 
Office, but mere ly from my genel al association and experienc e with 
these problems, that I think Mr. Bonner has answered his own ques- 
tion by saying that people are not going to build ships unless they 
‘an operate them profitably. No matter what kind of provisions you 
put into the law, so far as financing is concerned, I think that there 
s the problem, and I do think, however, that this bill does have con- 
iderable merit along these lines, and that where the Government 
finances the ship, the Government has been in the past, under title 
v. requesting an appropriation for the total cost of construction of 
the ship: in other words, take the case we are familiar with, of the 
two lines, the Moore-McCormack and Grace Lines, we have requested 
in appropriation of $100 million for those two lines. Well, it is 
difficult to get appropriations of that kind from the Appropriations 
Committees, as we all know. Under a bill of this kind, if the financing 
job can be handled by priv: ite industry, then all you have to appro- 
priate for, if it is $40 million, that is the Government’s share of the 
cost of the ship, which is a subsidy, a national-defense allowance. 

Again, it seems to me there is a pre actical aspect of this thing that 
should not be overlooked. At the same eae it seems to me that 
there are certain deflationary aspects; I mean, drawing the money out 
of the private market, rather than having the Government put a 
little money into ship construction, particularly if you are going to 
ret to the kind of th ne envisioned by this bill, where they will 
have $100 million—and I understand that $100 million to be a modest 
um, so far as the next 4 or 5 years are concerned. So I don’t think 
the fact that this is not the final answer to the problem should be 
the basis for refusing to pass this bill, unless there are some other 
reasons that make the bill unwise and undesirable. 

Mr. Totterson. Anything further, Mr. Bonner? 

Mr. Bonner. No. 

Mr. Totuerson. Mr. Mumma? 

Mr. \iuMMA. I want to ask one question. We are talking : 


a 


ibout the 
basis for estimating the cost. Is this situation too compact or com- 
plex to ask fo. bids on these boats. where you have a firm price 
you know—before you went into it, and you would know just what 
it was going to cost ¢ 

Mr. Casey. Unfortunately, Mr. Mumma, they won’t make firm bids. 
Chey will bid a fixed price, subject to escalation: and, of course, not 
nly escalat a but there are changes and extras that occur in the 
construction of a ship, and pe icularly in the course of construction 
of a large ship, which may e place, here, 18 months, 2 years, or 
any number of years from now, “which may increase the cost of that 
sh Pp considerably. 

[ happen to know that in the case of the two large ships built 
recently, the ship company lost a considerable amount of money, 
mning into several millions of dollars; and we are not obligated— 
f their own estimators can’t come any closer to it than that. to what it 
s going to cost them, we can hardly expect the estimators in the 
Depart ent of Commerce to do any better. 
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Mr. Mumma. I didn’t know of that practice. I understood the 
Newport News took that. | do not know whether tl 
escaltor clause. When do they get the fixed price 


ere are a lot of 

Mr. Casey. | doubt that anyone would get a fixed price, or a fixed 
price of that nature. 

Mr. Mumma. That is the point to be avoided. I know in general 
business there are ve I'y few escalator clauses in it. he Government 
won t allow you to put them nh, not on the ordinary basis. 

Mr. Srety-Brown. In other words, you question the ability of either 
a private concern or a Government agency to actually get a fixed bid, 
or an estimate as to the cost of a major pel ion, Ul \ ding’ a 

hip? 

Mr. Casey. Within a matter of a very few percentage points. 

Mr. Serty-Brown. Would you say 5 percent or 1 percent? 

Mr. Casey. | picked 5 perce! t, because I think that wives a con 
siderable leew iy 1n the matter of millions of dollars: and I think that, 
unless something unusual happened, the 5 percent could come pretty 
close to covering it. 

Mr. Surenan. Casey, just bring this up the the bigger level, whicl 
we are all CONSCIOUS of, today. | just want to take some fieure : and 
see for my information what it means. As I understand it, the amount 
of the mortgage is determined by the estimate of the secretary of 
Commerce: is that right / 

Mr. Casey. That is right. 

Mr. Sueenan. To take some specific figures, supposing that some 
organization determines that $28 million is a proper amount to deter- 
mine the mortgage on, and after building it, for 2 or 3 years, we are 
running into a period of declining prices; it only costs $21 million to 
build it. What mortgage do they have? 

Mr. Casry. My construction of the terms of the bill is that the 
mortgage will be granted before the ship is started. 

Mr. Suernan. That is right—and before it is built. 

Mr. Casry. In other words, I would think that the mortgage agree 
ment would obligate the insurance company to put up about $21 
million. That is three-quarters of the $28 million, and the proprietor 
put in $7 million. 

Mr. Surenan. His part of the $28 million? 

Mr. Casey. His part of the $28 million. 

Mr. Snernan. So, therefore, he still gets the mortgage on the $21 
million. 

Mr. Casry. That, theoretically, is true. I think it could be guarded 
against in the mortgage agreement, but I think I would rather see it 
guarded against in the law. so that, no matter what the cost of the 
ship was, the builder would be required to put up 25 percent of it. 

Mr. SureHan. That is where we differ. 

Mr. Cast Zs And I think the amendment that we are toying with 
is designed to meet that requirement. In other words, regardless of 
what the cost of the ship turns out to be, an operator will put up about 
25 percent, and if it is necessary to use part of his 25 percent to pay 
off that much of the mortgage and reduce the obligation to that 
extent, that will be done: but in no event will there be a windfall to 
an operator: so that he will get a ship with enough capacity, then, 
with the insurance company money in it. 
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Mr. Sueenan. Yet, with the present terms as they are written, 
where the estimate of the Secretary of Commerce determines the 
mortgage, there will be a windfall, if that is left up to him. 

Mr. Casry. That the possible clinker that we have referred to. 

Mr. SnHernan. Our comm ttee should do something to protect 
against that, because. otherwise, the builder might get a mortgage, 
and spend no money on it, himself. 

Mr. Casey. Of course, the FHA might get more than the mortgage. 

Mr. Sueenan. I didn’t mean that. That is all. 

Mr. Totierson. Does any member of the committee have further 


? / 


questo} sto ask 
Chank you very much, Mr. ¢ asey. 

Mr. Casry. Thank you. 

Mr. Totierson. It took a little more than our 20 minutes, but I 
think it was well worthwhile. Our next witness is Mr. Louis S. 


Rothschild. 


STATEMENT OF LOUIS S. ROTHSCHILD, MARITIME ADMINISTRATOR, 
MARITIME ADMINISTRATION, DEPARTMENT OF COMMERCE 


Mr. Roruscnitp. Mr. Chairman and members of the committee, 
may I present Mr. Fenneman, Mr. Agerson, and Mr. Pimper, from 
our oftice of General Counsel. 

The remarks which I am about to make, and which will be a sum- 
mary of the statement previously filed with your committee, have 

ot been cleared with the Bureau of the Budget, and therefore repre- 
sent views of the Maritime Administration only. 

This is a bill to amend title XI of the 1936 act. The bill is known 
as H. R. 8637. It seems to me that it is a desirable piece of legislation 
in general terms, with such modifications as have been suggested by 
other witnesses, and will be suggested by me. There are presently two 
routes by which a ship may be financed: one is by the borrowing of 
the money from the Government; the other is by private financing, 
which is presently insurable up to 90 percent of the amount of the 
mortgage. This ship-mortgage insurance has been a part of the act 

B38, and has been appli able in those earlier years only to the 
domestic and offshore trades. In 1953, the Congress extended title XI 
to include fo: on trade vessels, but in the period between 1938 and 
1953, only $6 million of insurance was issued under the legislation 
which was then in effect. 

The ol jective is to obtain more ] rivate financing of new ship con 
struction. Eighty percent of our present private fleet was built in 
World War II. We need many new ships now, in order to keep 
the fleet modern for its peacetime uses, and adequate for its use in 
terms of defense needs. Government financing, under title V. would 
m our opinion still be available, but the use of amended title XI as- 
sured financing with private capital instead of Government capital, 
and would reduce the need for Government appropriations and ex- 
penditures. 

In the 20th century, most of the United States merchant fleet has 
been either Government-built for war purposes, or Government- 
financed, and private capital has been reluctant to take the risks which 
ippear to be inherent in the shipping industry, because they have had 


1< 
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other investment opportunities, which have appeared more attractive 
to them. 

In 1953, the amendments which were made to title NI extended, as 
I have previously said, to all vessels in the foreign trade. It author 
ized the insurance of loans to finance the construction, as well as the 
financing of completed vessels. because. before 1953. insurance was 
only available for the completed vessel. It also authorized the pay 
ment of insurance after default in the payment of principal, with 
out foreclosure by the mortgagee. 

The original act required the mortgagee to pay first, before col 
lecting his insurance. It also authorized the payment of that in 
surance in cash, and, prior to that time, the payment had been in 
lebentures carrying 3 percent interest and maturing 3 years after the 
maturity date of the mortgage obligation. It also limited insurance 
to 90 percent of the mortgage. ‘The original act, the 1938 act, author 
ized insurance up to 100 percent. It prescribed, additionally, that 
no cash could be issued, unless the interest rate was subst: intially less 
than the going interest rate for construction loans, had the loan not 
heen insured by the Government. 

Now, we have had the law for these several months, and private fi 
nancial institutions have not been very active in taking advantage of 
the law as it presently exists. In the short e xperience which we hav 
had with it, we have had only two applications for these loans. Ge 
was for the reconversion of a C—4 for use on the Great Lakes, and 
the other was for the financing of a tue. The previous witnesses have 
indicated to this committee that they have been unable to secure private 
loans with the 90 percent limitation and the lower interest limitation. 

This bill proposes these principal amendments: that we return to 
the original 100 percent insurance instead of the 90 percent, under the 
1953 amendment; and we favor that because it seems to us that it 
would be helpful in providing a means by which private financing 


might be made avatlable: and it does not seem to be, currently. It 
lso permits a new rps. plan, whereby small investors can par 
ticipate in this type of security, in that it enables a large loan to be 
roken up into small pieces and sold to smaller ieivaabiie: We also 


favor that, because we should like to see as wide ‘spread an interest in 
he merchant marine as possible, and we think there is no better way 
to indicate an interest than by investing some money. 

It also authorizes the mortgagee to demal (| payment for insurance 
for any act of default without foreclosure. Under the 1953 law, the 
mortgagee can only do so in the event of failure to pay principal and 


) 
nterest. We favor this, with the safecuard that t here be a time lim { 


within which such authorization shall be permissible. ‘This proposes, 
additionally, to tie the interest rate on these insurance obligations to 
in estimated prevailing yield for Government securities of 20-yeai 


maturity plus ] percent, Ws do not think we | ke that very well, 


and we woul | suggest to you that the original lancuage of a limita 
tion of ) percent, with 6 percent applicable in special and new cir 
cumstances, is a better idea than the one proposed in this legislation, 
for the reason that it gives the borrower a flexibilits which he might 
very well need under changing times and conditions in the money 
markets, 
As Mr. Casey pointed out, the matter of interest is principally 

onsideration of the borrower and of the financial institution; and the 
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(rovernment has on] secondary interest in that. We suggest, there 
fore, that these changes eht receive your favorable consideration : 
lirst of all, that the issuance of the 1 surance under this act should 
not be mandatory on the Secretary of Commerce, but discretionary, 
because it is possible that there might be factors which would make a 
ke inattractive for reasons not connected with the financial st: ability 
Phat ere should be a top limit on the eine ate we lthilinel de Blew 
final cost of the mortgage of 75 percent. That follows Mr. Sheehan’s 
questio ‘ hile ag 
Wi thir cc tTHaAt a audit would he provided ror, after the vessel] has 
completed and all costs are known; which would limit the Gov- 
Cl nt’s participation to the msurance of 75 percent of the cost of 
he vessel, just as the Government’s participation is presently limited 
yp ent when it loans the moi ey directly 

[| spoke to you about retaining the original interest rate maximum, 
inc vould like to emphasize that avalin That is another case where 
flexibility is needed, in our judgment. We would also lke to suggest 
to you that in cases where there is a failure to pay the insurance pre 
that failure should invalidate the insurance; and that is a gen 
i epted rule in insurance circles, that where a premium is not 

} i urance no longvel n fore 


Wi sho ild also | ke to suggest to vou that the b ll provide for the 


ince of 8714 percent of the cost of nonsubsidized \ ssels, as 1s 
presently allowed on a loan basis under section 509 of the 1936 act. The 
bill. as presently writt ‘n, extends only to. apecial-purpose vessels, and 
to bulk carrers: al d we think those terms are not definitive enough, 
ind that the provisions of this should follow pretty generally the 
| roy ons of section S50. 
We also think that provisions with respect to loans for financing con 


struction should be carefully considered and all safeguards provided 
to assure that the amount of the loans which may be insured shall not 
exceed 75 percent of the cost to the borrowers, and that the insurance 
may be provided only as to loans for future construction and not apply 
to 7 vessels hich have already been built. 

hat, Mr. Chairman and members of the committee. summarizes the 
statement s niel has been filed with you; and I am sure you will have 
some questions, which we will try to answer for you. 

Mr. Toiuerson. First of all, the statement will be made a part of the 

record. 

Che statement of Louis ». Rothschild, Maritime Administrator, 
Maritime Administration, Department of Commerce, is as follows :) 


STATEMENT OF Louis S. Roruscinip, Marrrime ADMINISTRATOR. 
MARITIME ADMINISTRATION, DEPARTMENT OF COMMERCE 


Mr. Ro HSCHILD. Mr. ‘hi urm: in, I am pleased to appear before your 
committee and to oir that, with all its crowded activities, the 
committee is giving its full attention to this legislation on ship 
mortgage insurance. 

The bi ll, Ha ee, R637, to amend title XI of the Merchant Marine Act, 
1936. deals with a most important part of our program to encourage 
private financing of ship construction. 

In 1953 oe, amended title XI of the 1936 act to simplify 
and broaden the ship mortgage-insurance authority. The objective 
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vas to achieve a greater degree of private financing of new ship con- 
struction, since by far the greater part of ship construction has been 
financed by the Government. with the owner paying 25 percent of his 


ost of the ship and the Government taking a 20-year mortgage on the 
balance. The reason for the Government financir oe was the reluc- 
tance of ] rivate capital to accept the risks inherent in the shipp no 


ndustry and the problems involved in foreclosure in the event of 
lefault. 
The 1953 amendments, which I will outline later herein, were de 
oned to remove some of the restrictions of the original title. Their 
purpose was to induce priv ite ¢ apital fo come into the ship morteagce 
nvestment field. It is very doubtful whether the objective of 


1953 amendments can be attained without further change. The bill 


ould make further changes to help achieve the objective of fa 


ating access to p tential sources of privare-Investment money 


Wes ipport the obyectiv » of the legislation. Over 80 percent of 
il privately owned Ame} ican merchant marine isa product ot World 
War ITI construction. Thus, the active fleet is now already over 10 
ears old. We must be prepared eithe r to ippropriate large sum 
of money for public financing of ship construction or we must help 


the shipping companies attract the private sources of capital, if our 


ierchant fleet 1s to meet the needs of national defense. 


tion under title V of the 1936 act It would not repeal or set aside 
title V, but it would provide the desired method of financing that 


portion of the cost of replacements and addit ions, represel ted Dy long 


pon ; ean : ; 
Che legislation, if successful, would change the nancing’ opt ra 


term deferred payment purchase and loan obligations assumed by 
the buyer, who puts up the 25-percent downpayment on the construc 
tion or purchase cost. 

It is correct, as vointed out in the hearings on this bill, that the 
ecord in fulfilling obligations under title V financing has been 
good, and that the United States has received a 314 percent interest 
return on funds advanced and to be repaid. However, in effect. the 
nterest return amounts to a service charge for use of public credit in 
supplying capital for shipbuilding, involving payment by the Unit 
States of interest on equivalent obligations ft vndholders, and ad 
ministrative-cost expenditures in connection with mak ng and super- 


sing the loans and advances involved. 


The Government should be willing to Lrccept reasol ible, even libera 


srovisions in order to meet a fundamental problet of the 1 rehant 
marine: that is, ot promoting a merchant marine privat ly ( ed 
nd operated under the United States flag. Under existing la 
existing conditions, the critical element of private f incing of t 
merchant marine has not been developed. Historically, ship mort- 
gages have not been attractive to lend ng mstitulions and Invest 
h lone term obligations, such a msurance companies, und tne ! 
nvolved are too costly to be financed DY mal] eSLOrs, hiess the 
ivestment obligation is subdivided into small unit 
Before I refer in some detail to the provisions of the bill, I would 


ke to summarize the 1953 amendments These ame ments ¢ hg 


he original title XT act in the following respects 
I 


F ; ] ] . { 
I*irst, it extended the coverage of mortyvace 


irance to the whole 


field of vessels engaged in foreign trade. The original act extended 
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only to domestic-trade vessels or those operating in nearby offshore 
tTrnde. 
Second, it authorized insurance for short-term loans and advances 


of credit in order to help finance the construction of ships pending 


then complet whe they would be eligible for preferred ship 
tyvage final nye. 
Phird, it required the Government, after default in payment by the 
rtgagor, te iy promptly the principal amount of the mortgage 
ered by inst ce, It t ereby eliminated the burden on the lend 
ng institution of resorting to a protracted and expensive foreclosure 
as A lition to realizing on the insurance commitment. 


Fourth. it authorized the secretary of Commerce to pay in casi 

ad of debentures which carried interest not to exceed 3 percent. 

Phe 1953 amendments, however, made two other significant changes : 

Phey provided that the Government could insure only 90 

percent of the mortgage or loan. Under the original provisions, 
ie Government could insure 100 percent of the mortgage. 

2. They provided that the Government could not. provide insur 

ince unless the Secretary of Commerce finds that the interest rate 

f the loan or mortgage is less than the going interest rate for 


loans of similar character in the same 


ininsured ship-constructiol 


Only a dozen contracts of mortgage insurance covering financing 
:mount totaling just under $6 million were entered into under 

the original title XI prior to the 1953 amendments. Since the enact 
ment of the 1953 amendments the administration has had only two 


pplications for mortgage imsurance, one involving the reconstruction 
conversion of a 4 t vessel sold for operation on the Great Lakes 

nd the othe Hnvoly\ Y the reconstruction of a tuoboat. Together, 
they amount to approximately $2,700,000. The private lending insti 
. ; S 4h ] . ] . ° aa . 

futions have indicated that the changes made in the mortgage-insur 


ance provisions of the 1936 act will not operate in such a manner as 
to transfe1 any substantial amount of the financing of ship construe 
tion from the Government to private industry. Perhaps an examina 
tion of the legislation before you will indicate some of the reasons 
private capital does not wish to come forward and finance the construc 
tion of vessels. 


The major changes proposed in the new legislation may be sum 
} rizer l few « t 

e rst. the questiol of the extent ot the msurance coverage. The 
present law provides for payment upon default under the loan of 9 
percent of the unpaid balance of the obligation. The new bill pro 

| nercent SUI ce of principal and interest on the in 

red lon This would a iorize mortgage insurance to the same ex 
tent as that thorized prior to the 1953 amendments. It appears 
to hat this proposed char ee merits the most serious consideration 
Wit 1 1 cde tC that the mayor purpos of the insurance—that of 
{ I fit l y will he eved 

~ l, the present la ( ! contemplate more than one sour 
of 1 for a part r loa In line with modern financing oj 
pris nterpl . the bill looks to maki ge use Of such modern prac 
tice | . plan uniting 1 erous small investments into one invest 


to finance th lding of such expensive single units as moder 
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cargo vessels, tankers, and the highly expensive modern passenger 
vessel. This would be accomplished by the plan of trust indentures, 
and is desirable. 

Third, the conditions under which the lender or mortgagee could 
demand payment by Ge Government would be any act of failure 
which gives the mortg ragee the right to foreclose, not just the failure 
to pay principal or interest. Various adjustments in the procedure of 
notice of default, opportunity to correct default, and final determina 
tion as to the existence of the default are amplified. A time limit 
should be fixed for advi ising the Secretary of Commerce as to the exist 
ence of any type of default, not just failure to pay principal and 
interest. 

Fourth, the bill amends the present provisions of law limiting 
the interest rate on insured obligations to 5 percent, except in special 
circumstances where the Secretary of Commerce might al!ow 6 percent. 
The bill proposes that the interest rate be tied to an average interest 
rate not exceeding the estimated prevailing effective yield for Gov- 
ernment securities, which are of 20-year maturity and subject to 
Federal income taxes. The maximum interest rate would be such 
estimated yie ‘ld Pp lus 1 percent. 

It appears from testimony before your committee that there is not a 
unanimity of opinion on this matter in the investment field. We re 
ommend that your committee give consideration to the continuance 
of the present maximum interest provision in the law. It seems that 
the desired flexibility in attracting capital under varying financial 
and economic circumstances obtaining from time to time could be bet 
ter achieved and satisfactorily maintained under the present flexible 
interest rates. It is recognized that these Government-insured loans 
and mortgages are comparable in security to Government obligations 
and that the yield on Government obligations would be a standard for 
interest rates on insured mortgages, unless the conditions in the in 
vestment field definitely indicate otherwise. 

The premium charges for insurance of loans and mortgages retain 
the present maximum with respect to mortgage loans, but specify 
that on the construction loans the maximum will be one-half percent. 
In this connection, it is believed that failure to pay premium should 
invalidate the insurance. This may require premiums to be paid by 
the mortgagee or lender rather than the mortgagor or borrower. 

These and other financial provisions in the Slalotian will require 
careful examination in relation to _ whole insurance scheme, and 
they will undoubtedly be examined in detail as to their necessity or 
desir: ability. We desire to ioumaeain fully and effectively with the 
comiittee in its consideration of the details of the legislation. 

As a drafting matter, it should be made clear that issuance of 
insurance will not be mandatory, but on a discretionary basis. 

There are other important specific provisions of the legislation 
which require further detailed attention. I refer to such problems as 
the extension of the insur% ince coverage to financing of vessels not 
eligible for construction-differential subsidy or vessels which receive 
only financing aid without the subsidy. Under section 509 of the 
Mere hant Marine Act. 1936, the Government is authorized to finance 
the construction of such vessels, and in some cases has paid for cost of 
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itional defense features incorporated in vessels so constructed. In 
naneing the larger type of these vessels, those over 3,500 gross tons, 
th peed of 14 knots or more, the applicant fo financial aid is not 
equired to advance more than 1214 percent of the cost. of the vessel. 
In the bill before you, provision is made for issuing loans or mort- 
gages involving 8714 percent of the cost of so-called special purpose 


Pr¢ oO} ~ nlso ie or col form ne to the Merchant Marine 


Act. 1936. pe vy in respect of financing of the construction of large 
passenger \ els. The long-range amendments to the 1936 act, en- 
952—Public Law 586, 82d Congress—prescribed that, in 

nam y the ruction of passenger ves els of specified 

ge, speed, defense characteristics, and accon imodations for not 

‘ than 00 passengers, the ecuritv would be limited to the first 
preferred mortgage of the vessel with the only recourse under the 
rience | mited to reposse nm of the ve sel by the United States 


ment of insurance claims free and clear, excepl the hen of 


the preferred mortgage 


[In order to obtain the maximum private financing, I believe the last 
[WO Provislio should he ( ied 1, any mea ire enacted. 
[ would like to call your attention to another point. Under the 


press { law the loa 1 or mortgage cannot ex eed 1) percent of con- 
yf 7D percent of the amount est mated by the Secretary 
of Commerce to be the value of the property when the construction is 

pleted. Under the bill the amount would be limited to 75 percent 
of the cost to the mortgagor—S714 percent in some eases such cost 
to be estimated by the Secretary of Commerce prior to the execution 


¢ 


of the mortgage or loan, with such estimate being binding for pur- 
poses of determining the principal amount of the mortgage or loan. 
It appears that, while a provision of this type is desirable in order to 
issure that a fixed amount will be insured, provision should be made 


to prevent the insurance from covering more than 75 percent or 8714 
pereent, as the case may be, of the cost to the mortgagor of such con 
truction. Thus the shipo\ ner makes a downpayment of 25 percent 
or 121 percent of the construction cost, and the 100 percent (zov 

ment surance applies to t ie 75 percent or the S714 percent of the 


} 


onstruction cost financed by loan or mortgage. 


Mi PoLLEFSON. Secc llv. w I] you have your counsel prepare sug- 


vested laa ouage to effect the el mnges which you have recommended, 
Mr. Rothschild ? 

Mr. Roruscuitp. A meeting to that end is scheduled for this after 
Pay 

(Not received in time for print oO.) 

Mr. Totiterson. Are there questions ? 

Mr. Annen of California. With reference to the time limitation ot 
(FT a] tice of default. ao you have any period in mind 2 

Mer. Rorusciuinp. Oh, a matter of days, Mr. Allen: not an indefinite 
period. As presenly written, it could go on for years and all of a sud 


en the Government would be faced with a foreclosure proceeding. 


Mr. Auuen of California. Wor ld you not expect, in the event of the 
nan ng throug 1a bond SStit where a trustee was appointed to pro 
tect the interest of the bondholders, that trustees would be unwilling 


o act for the small fees that they made if they had to assume the re- 


i ne 
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sponsibility of determining whet her there had been a default of action 
within a certain time ? 

Mr. Roruscuitp. They might be unwilling, but, on the other hand, 
it does not seem to me that the Government should be exposed for a 
totally undefined period of time and that there must be some feasible 
way of approaching the thing so that both interests could be satisfied. 

Mr. Auuen of California. Would you be in favor of having a provi- 
sion that the Government could determine whether there was in fact 
a default and required that the mortgage be foreclosed, leaving the 
responsibility for actions upon the Government rather than upon the 
trustee ¢ 

Mr. Roruscrniip. We would like to study that for a while. 

Mr. ALLEN of California. My own experience with trustees would 
indicate that they would not know whether it was a ship or a building 
that the mortgage was on. 

Mr. Rornscuitp. That is probably so, but—— 

Mr. Atuen of California. As to the other point, it occurred to me 
that, if you made a mortgage or insured a mortgage which provided 
certain construction funds to be covered by the mortgage during the 
time of construction of the ship, would it be the purposes to include 
in the contract a provision that payment would be on the basis of cer- 
tificates as to the percentage and status of progress toward comple- 
tion? 

Mr. Roruscuiip. I am sure that our adequate safeguard as recom 
mended will cover that, and I have no doubt that a financial institution 
loaning a good many millions of dollars would be interested in that, 
too, Mr. Allen. 

Mr. Auten of California, Isn’t it a fact, then, that by a provision in 
the contract you would make sure at the outset that no et 
arise where the borrower- 

Mr. Roruscuiip. No, sir; that certainly is not intended; and we 
specifically recommend that there be an audit as soon as possible after 
the ship costs become known and that the amount of the Government’s 
insurance obligation be limited to 75 percent of the total cost of the 
ship. 

Mr. Auien of California. You would in that event require in your 
contract that the completion of payment be withheld until the audit 
was made ? 

Mr. Roruscuitp, We have been thinking in terms of withholding 
about 10 percent. 

Mr. Bonner. Mr. Rothschild, Mr. Casey, the general accountant, 
made some suggestion of amendments to the bill. Do you agree with 
the suggestions he made ? 

Mr. Rornsciuip. You have reference, Mr. Bonner, to his preaudit 
suggestion ? 

Mr. Bonner. The general statement. There were several sugges 
tions he made as to amendments that should be made to the bill. 

Mr. Roruscnitp. Yes. This meeting this afternoon is intended to 
work out any areas of disagreement if there are any. 

Mr. Bonner. The only reason I suggest that is that, since he made 
the suggestions, if you disagree with any of them, I should like it 
cleared up. TI would like to know what the disagreement is, if any. 


ition would 


a 


45738—54 
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Mr. Roruscuimp. The only thing that we have given any thought 
and study to is Mr. Casey’s proposal that the General Accounting 
Office shall make a preaudit rather than a post: audit of subsidy and 
mortgage contracts; and that, it seems to us, is a ve ry wonder ful sug- 
gestion and might go a tremendous way toward eliminating many, 
many of 4g difficul res which have contronted the Government and 
industry in past years 

Mr. Bonner. You have heard other suggestions read into the ree- 
ord. You agree to the others? 

M ‘ R ITHSCHIILD. In veneral: yes, we do. 

Mr. Bonner. That is all. 

Mr. Touuterson. Are there other questions ¢ 

Mr. Warnwricut. The third point that you raised, in regard to the 
insurance premium, was on the ground of the customary practice of 
allowing, we will say, a period of 30 or 60 days before foreclosing on 


nonpayment ¢ 

Mr Roruscuitp. It would be my thought that this insurance should 
be modeled and patterned on regular commercial insurance practices. 

Mr. Wainwricut. Now, it was that question that Mr. Bonner asked. 
I wonder, do you care to comment on the welfare of the merchant 
marine, and do you have any general suggestions that you believe would 
be helpful to this committee, somewhat along the lines, we will say, 
as to those made yesterday by Admiral Leggett ¢ 

Mr. Roruscuitp. I have not; but Mr. Bonner’s terminology of 
stumbling’ block, it seems to me—— 

Mr. Bonnenx. No, no. Let us vet that clear. Let the reeord be 
clear. Mr. Casey used the term “stumbling block, 90 percent.” I 
sav 90 percent is not a stumbling block. 

Mr. Rornscuitp. Well, pardon my reference to you, Mr. Bonner, 
as the aut! but let us use the word, at ai V rate. Tt se s to me 
that bare se not havea stumbling ovlock but a series of stumbling 
b locks which will be extensive annua to cons titute a loss. The re is. 
in my judgment, no single approach wale h would provide that panacea 
which we all would be hopeful could be found, hut I do believe that 
this represe nts one possible way of re moving a t least one of the | ylocks 
toward the eventual destruction of the law. 1 do not take the very 
dim view of the industry that other poeple do. We have operating 
today in the American merchant marine, by American private enter- 
prise, some where betwen 1.200 and 1.400 vessels. a great many of 
which are operating, either with or without a subsidy, on a pretty cood 
basis. You may have seen the printed report of U. R. Grace & Co.. 
which I think came out yesterday, which showed profits—of course, 
not entirely from shipping, but practically from shipping—which 
showed profits of close to $11 million, as I recall it. 

There are other profitable enterprises throughout the shipping in- 
dustry. In many regards, this industry is no different than any 
other. It must continue to progress if it is to keep up. There may 
have been some unusual reluctance throughout the industry to adopt- 
ing and putting into operation some of the forward thinking that is 
evident in other types of industry, but I think that we have called 
that to the attention of the industry, and I think we can report that 
they are looking with a more hopeful eye on at least the possibility of 
a careful examination of the improved practices. 


FACILITATE PRIVATE FINANCING OF SHIP CONSTRUCTION 127 


Mr. Warnwricur. You have heard the testimony of Admiral Leg- 
gett, for example, in regard to the shipbuilding industry, as such. 
You were present. W ould you care to comment on that? 

Mr. Roruscutp. As I recall the admiral’s testimony, he said this 
represented one of the most dire situations with regard to our defense. 
If no new shipbuilding is achieved, it is true that the yards may get 
down to a very, very small employment schedule; and that would be a 
very dangerous situation. However, there are in process today, and 
funds have been requested for, a number of programs; one of them, 
by the Navy itself, which contemplates the building of four or five 
merchant-type vessels with specialized characteristics. We in the 
Maritime have proposed four different programs: (1) A tanker trade 
in a build program, with which you are all familiar; (2) a program 
to pay the Government’s share of the four passenger vessels for Grace 
and Moore-McCormack; one, a conversion program to repower and 
refine the lines of a few Liberty vessels, to see whether - re is an addi- 
tional war potential in them, if converted; and another one, to do 
some experimental work in cargo-handling gear. We have made the 
requests, and they are, as far as I know, receiving favorable considera 
tion as they go through the process. There is in addition to that the 
Navy’s program to retire some large number of its own tankers, and 
to substitute therefor 20 new, fast, modern tankers, which would be 
owned by private industry ; and, in time, charted to the Navy. 

Now, if all these things which I have just indicated were to come 
to fruition, there would be a very substantial shipbuilding program. 
In addition to that, so far as Maritime is cone erned, it is operating; 
and this program which is proposed by Maritime is only an interim 
ope gas There will be available on Monday, I believe, of next 
week, but surely next week, copies of a report on which thi ’ Office of 
the Under Secretary of Commerce for Transportation, and Maritime, 
have jointly been working for a great many months, which will be 
beyond what I have just indicated—perhaps a long-term building 
program which, if adopted, would pretty well dispel the necessity for 
the hue and ery that has been raised recently. 

Mr. Warnwrient. Mr. Chairman, the bells have rung. However, 
I would like at this time to ask your permission to put in the record, 
x to bring up at the next open meeting, a discussion that I had this 
morning, at some length, with Governor Stassen, in regard to Ad- 
miral Leggett’s testimony yesterday, particularly in regard to ship- 
building in - foreign yards; and the question was brought up by 
Mr. Bonner. I did not want to bring that out. He knows a little 
bit more about it, certainly, than I do. I would like him to partici- 
pate in the discussion. What is your wish, sir, that I bring it up at 
the next meeting ¢ 

Mr. Totterson. The bells have rung, and we shall have to recess, 
because of the members who will want to respond. In that connec- 
tion, I have just been talking with a member of the committee whose 
committee had scheduled the use of the committee room tomorrow, 
and he said his committee would be happy to meet after we get 
through tomorrow, if we wanted to use the committee room; so, as 
soon as we are through with the questioning of Mr. Rothschild, we 
shall recess until tomorrow morning at 10; and in that connection, I 
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want to express my apprec iation to Mr. Duke for stepping aside very 
considerately in be half of the Government’s represents itive. We are 
coming back tomorrow, Mr. Duke, to give you full time. 

Now, is there any further questioni io of Mr. Rothschild? Tf not, 
we will recess until tomorrow at 10 o’clock. 

Mr. Roruscuiip. Will you be wanting me tomorrow, Mr. Chair- 
man ¢ 

Mr. Totierson. Not unless you wish to come. If anybody should 
inquire of me in the meantime, notifying me that he would like to 
have you back, I will call you. 

(Whereupon, at 11:12 a. m., the hearing was recessed until Friday, 
April 30, 1954. at 10 a.n 


TO FACILITATE PRIVATE FINANCING OF NEW SHIP 
CONSTRUCTION 


FRIDAY, APRIL 30, 1954 


Unirep States House or REPRESENTATIVES, 
CoMMITTEE ON MrercHant Marine AND FISHERIES, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in room 219, Old 
House Office Building, Hon. John J. Allen, Jr., presiding. 

Mr. Atten. The committee will come to order. 

Mr. Toilefson will be unable to be present and he reque ted that I 
preside in his absence. 

The committee has met this morning for the further consideration of 
H. R. 8637 and to hear the testimony of Mr. Gordon Duke. Mr. Duke, 
if you will identify yourself for the purposes of t he record the commit- 
tee will be pleased to hear any statement you care to make. 


STATEMENT OF GORDON DUKE, SOUTHEASTERN OIL & AFFILIATES, 
JACKSONVILLE, FLA. 


Mr. Duxr. Thank you, sir. My name is Gordon Duke and my com- 
pany is Southeastern Oil of Jacksonville, Fla., a tanker owner. 

Mr. Chairman, my thoughts in listening these last few days were 
that title V, which seems to be satisfactory to some shipowners, would 


not be usable or available, for instance, to companies like mine. The 
direct Government financing seems to be available on practice to What 
I would call the prot ‘ted routes of the subsidized| lines when the 


Government has a sufficient interest to see that those lines are kept 
in active competitive position, but as a rule the nonsubsidized lines 
have quite some difficulty in obtaining direct Government financing, 
and it is for that reason particularly that I wish to direct attention 
that a need for something usable in the form of title XI, not to super 
sede title VV, but as a supplement to title V, it would certainly be de- 
sirable for those of us who are not subsidized operators. 

We face the fact, and it is a subject that has raised a bit of attention, 
that when title XI is amended in a manner that is usable, very prob- 
ably, in our minds, title V financing is not going to be available to any 
great extent and certainly we realize that as a distinct possibility not- 
withstanding the fact that it has been stated here and stated on the 
Senate side that title XI does not supersede title V. 

I think it is clear to most of us in the shipping business, that when 
this title XI is amended and usable, as H. R. 8637 might bring about, 
it is very likely the Maritime Administration is going to be hard to sell 
any direct financing under title V. 
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Also, we face the fact that the cost of interest Is going to be higher 
under private financing. Certainly I have no doubts on that score 
personally. I am not going to be able to borrow private money to 
pay the insurance premium to the Maritime Administration, and 

the aggregate of the interest banker, plus the insurance premium, 
be equal to the present 314-percent Government-financing 
rate under title V. 

\lso vesterday the comment arose as to what point those interest 
rates would affect the Government recapturing, and again there can 
be little doubt that the |] ohe interest rate would result ina smaller 
recapture oO! the part of the Government. Of course. that only con- 

nterest rates paid by the 


] 
operating subsidies. Those of us who do not h: ave, which is, of course, 


lines which operate or obtain 


nh my Onpan Vs case, oth rs ao not have , oper itin Oo subsidies the 
nterest rates we pay ‘ would, of course, be of no concern whatever to 
the Government in the sense that it would not cost the Government 
anything. They do not recapture anything from us or do not repay 
inything to start with. 
Notwithstanding the higher interest rate for private money and 
ie f { that the Government. in the case of ubsidi zed lines, would 


ffer se ne of that higher interest rate in the form of a lower recap- 
Ture, nee it is true that the 314 per ent Government money unde 
title V has not been 1 ead ly avallable to a great extent, 1i 18 a rcademic 


to concern ourselves with the Government interest rate. 

It. is perhaps better that we have some money available to us even 
f we have to pay more for it if in fact we cannot obtain the money 
hrough title V. I think ¢ he record shows quite clearly that it has 
been a difficult thing to obtain financing under title V. Certainly 
we believe that the prospects of the Government seeking appropria- 
tions for perhaps $3 billion to $4 billion that may be required in the 
next 10 years to saniain any part of the United States-flag fleet which 
will be replaced, I feel as one shipowner that that is completely un 
realistic to expect under title V that any such sums of mon ey would 
be asked for by Maritime to begin with, or that if they did ‘ sk for it 
they would get it 

Mr. Bonner raised a subject the other day that interested me very 
much, and that was the prospect of the banker perhaps assuming a 
10-percent risk on his new ship, and I think Mr. Bonner’s comment 
was that certainly our merchant marine had reached a rather sick 
state when a banker was unwilling to finance even 10 percent of a 
subsidized vessel which was perhaps only 60 percent of that cost to 
begin with. 

I think perhaps a banket from the t: lks T have had with them 
would finance 10 percent, in some instances, of the subsidized boat. but 
the problem is something a little more difficult than that. So many 
of us - not have a construction-subsidy differential, and this is what 
we have to talk to the banker about, is taking a 10-percent risk on an 
unsubsi dined boat, and he simply turns his thumbs down on it, as I 
know from personal experience, bringing up, of course, the subject 
that the minute he lends 10 percent of 75 percent, 10 percent as his 
risk, he is already way above the world-market value of that boat, 
which, of course, is only one of ~ problems, because the second one 


¢ 


seems to come in reviewing it with different bankers. and not one 
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who is here, but another banker whom we have borrowed from for 
ship construction. 

He pointed out that in event the boats cannot be used—and this is 
certainly the crux of the matter—when it is necessary to foreclose it 
and he always assumes that might happen, he is, of course, held 
under the United States flag with a boat that is idle, which he cannot 
use if it is a surplus vessel, and there is no likelihood that it is usable 
under the American flag, and yet it cannot be transferred as you could 
to any flag where it might operate. 

To make a long story short, | can assure you from personal exper! 
ence that it is impossible and I do not say that I have covered every 
banker in the country, but most of the important ones. You cannot 
get those fellows to take that 10-percent risk. The matter of whether 
it is justified or whether they should or not, I am not able to argue 
that point. I am only seeking to point out that they will not do it. 
Their reasons are rather general. The "y do not point only to the 10 
percent. They point to a number of other factors that concern them 
there . I do not want to belabor the point. I think it has been gone 
over quite thoroughly. 

It has seemed to me as a layman, not as a banker or lawyer, that 


whether the Government guaranteed 90 percent 01 100 percent is not 
perhaps too important. I do not say it is of no importance. There are 
three tests to be met in each of these loans. The first is that the 


owner’s down payment be sufficient that in the event of any fore 
closure the Government does get a vessel here in her reserve fleet, 
and that is the only place she can put it in the event of a foreclosure 
that in the event there is a foreclosure it gets it in the reserve fleet 
at a reasonable price, considering its original construction cost, that 
is not over Th percent of the cost to build, unless it is one of these 
special purpose vessels and it ought to be faced that this legislation 
provides for a 1214 percent owner down payment in the event of cer 
tain type vessels, particularly as I understand, with the modification 
which Mr. Rothschild suggested, a type of vessel which has no con 
struction subsidy on it, generally speaking. That is about what. it 
amounts to. 

Under section 509 they have the right to insure a mortgage wp to 
81, percent of the cost of the boat and under section 509 those are 
vessels built without any construction subsidy. We look at it from 
the standpoint of whether a boat built for $6 million and 8714 percent 
of that mortgage is insured because there is no construction subsidy 
paid on it, then it goes, let us say, sour at the very outset, the Govern- 
ment is paying 8714 percent of the cost of this $6 million vessel and 
we are hoping th: at it will not go wrong at the very beginning, but we 
have to face the possibility that it might. I am not going to say that 
the Government should take in a boat at 8714 percent of the construc- 
tion cost, but that is what you are saying in the first instance. 

In the m: vjority of instances what the vy are going to do is to take a 
boat in at 75 percent of its construction cost. There is one help there 
from the Government’s point of view, as I see it, that the owner’s net 
worth is also available to the Government in the event of a foreclosure, 
except in the case of passenger ships, should the legislation remain in 
its present form. That is to say in the case of passenger ships which, 
of course, my company would not be concerned with, but they are not 
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meerned only with tanker owners but they are thinking of this bill 
irom the standpoint of cargo, panne and tanker ships. 


In the case of tanker ships the Government’s sole recourse would be 


the ship itself, just the net seauth of the corporation would not be 
available to the Government under the insurance. 

Again, I have no way of suggesting any intelligent thoughts on 
whether that is or is not wise as regards passenger ships. The point 


{ 


it concerns people | ke miyse lf is that my net worth or my company s 
net wort tovet r with my equity in the ship, whether it be 1214 
ercent or 25 percent, is going to be available to the Government. I 
might point out in passing that if anyone feels that he can simply at 
the moment he sees the t] hg is going into default, throw the thing out 
or expense it out or dissipate it out, and I do not say that there are not 
some thieves who will not try anything, but ther re is no means by which 

corporation has a legal way to suddenly begin to dissipate what is 
left and as liquid capital and as an illustration, I spoke to the Deputy 
Comptroller of Maritime recently over the matter of building a $6 
! llion tanker, for example. It Is hypothetical ae aa ending on the 


} 


passage of some trade-in ley slation and othe things, but it appears 


those thing's will come tO pass sool 
I wanted to know specifically what there was on this net worth and 


how much working capital my company must have in order to have a 


mortgage insured. In the case of « $6 million ship the formula used 
by tin "Ma itime Administration is a precise formula, more or less, 
nal ould require me to have nddition to my equity in the vessel, 
in that down pay ment of around 1214 percent or 25 percent, and, of 
eoul that wil ll ta ke care ot my net worth because the S6 million ship 
would. be ell. a 25 percent cl Whpayvinent would be $1,500,000 and 


they wo ld want $1,840,000 net worth in that corporation if they 
insure the mortgage, which to say that I would have to supply not 
less than $390,000 in cash above my downpayment in the ship and 
should t} at mortgage be fore losed from the beg ning, they would. 
of course, take the ship and I would lose my 25 percent which they 
take and the $340,000 because any time I fail to maintain this working 
capital requirement I am then in default. It does not Sa that they 
must declare me in default, but they may, and if there is a big enough 
downpayment to begin with and after requiring payments annually, 
if the required payments annually are sufficiently large and if the type 
of boat to begin with that is insured is one that would be an addition 
to the — defense reserve fleet. if foreclosed the passenger ships 
ire of no great concern whether they cost YO percent or LOO percent. 

Now, it Is ual that there cannot be a means found, and I suppose 
there cannot be, from what I have heard because insurance that the 
bankers keep a closer watch and let us say service and supervise that 
loan, I think a great deal more than he is going to do under the eir 
cumstances under which he has nothing to lose. There isn’t anv way 
to fool ourselves about the fact that if the banker has no loss himself 
or Pp rot bably ho loss, under some conditions he could los se SO mething, of 
he is not voIng to be as intereste «| in servic ing the loan ; Hs woul | 
a thalokin if he had something to lose, and how you are going to inspire 

banker to give it that attention I don’t know because when you 


} } 


isk the 10-percent equity from him he simply looks away and says I 


will not lend the Government. 


Cours 
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Thus, it appears that the Government has the primary and almost 
exclusive responsibility to say that the loan is the right sort of thing 
to begin with and to see that it is kept in the right sort of people where 
it will be primarily the responsibility of the Government. 

I would not want to leave any impression that the bankers will 
not have any interest, but will leave it up to the Government; but we 
still must face the fact that if he is not going to lose any money—how- 
ever, the fact that an owner might borrow money, some owners who 
are not losing any—does not mean that the owner will borrow money 
if he doesn’t think the deal is sound because whether the banker goes 
through with the deal the owner is going to lose a very healthy sum 
of money if there is a foreclosure. 

I grant you that businessmen make mistakes and, therefore, in spite 
of their trying to see that one of these ship-mortgage deals are eco- 
nomically sound, some of them are going wrong. When it does, the 
owner is going to lose a very substantial sum of money and I know 
of no other way of putting it that the owner will certainly exercise 
perhaps the best care he can, that maybe because he is going to give 
the Government a boat and bail the boat out, not to mention the loss 
of money is important, but the loss of his reputation which is affected 
very enormously, and I do not think that it should be emphasized too 
strongly that this risk capital that we want to see somebody put up, 
though the banker won’t do it—he won’t put 10 percent of it up appar- 
ently—that is something that the owner has to put up, he does put 
up and he is still going to borrow it from the banker, merely because 
the banker is not going to lose any money on it. 

I have been hearing some comments, both in the Senate and the 
House side, to the effect that the history and the record of this title XI 
legislation and title 5—there have been no foreclosures. However, we 
have to face it and have been learning that there are very few loans 
made and if there is any mistaken belief that if there is some billions 
of dollars’ worth of ships replaced during the next 10 years there are 
going to be some foreclosures. I do believe that the insurance reserve 
is a rather healthy sum of money even at one-half of 1 percent, and, 
of course, it could go down and it could go up as high as 1 percent. It 
varies from one-half of 1 percent to a maximum of 1 percent—that 
insurance reserve probably could take care of the Government in those 
instances where they do get a boat which is out of class, has prior liens 
on it, and other things that the boat standing by itself would not cover 
the Government’s outlay because I do hope and believe that the insur- 
ance reserve would be sufficient to take care of it. 

Mr. Mumma raised a point on that subject yesterday, or I believe 
it was raised elsewhere and Mr. Mumma commented on it, that in the 
event of a foreclosure Mr. Casey said it should be returned in class. 
That is impossible. If he is broke, he is broke, and all the Govern- 
ment can get is whatever net worth he has got, and if you require the 
owner to put it in class and wipe out prior liens before he can return 
it to the Government, all you have done is to see that you use your 
working capital that the Government will get anyway to pay to a ship- 
yard. It is 6 of 1 or half a dozen of another. In any event, the 
Grovernment is going to get all there is there, however it is; if it is prior 
liens there are not many prior liens. There are some. There aren’t 
many prior liens that appear that they could occur on a vessel where 
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the Government has the first mortgage. Now they are sunk. There 
are certain liens that take precedence over the first mortgage, but there 
are a great many liens that would be subordinate to the first mortgage. 

Passenger vessels, as we know, do not lend themselves to returning 
to the Government, and the only thing that the Government can look 
at in the present legislation is to wipe out prior liens, if any, and to 
get the boat in class because the insurance reserve will build up in no 
other way on passenger vessels. To me it seems that if our country 
needs a reserve of vessels In) the emergency ate and which reserve 
ean never be owned or supported for any great length of time by 


anyone but the Government—you cannot get 1 ndustry to support for 


a long time in proper condition an idle vessel, and it is only the Gov 
ernment who has the reserve, whether it is the maritime or the Navy 
reserve, or a combination, and thus it doesn’t appear too bad to me 
that if the Government finds a necessity to foreclose, because there 
is no place to sell the boat to a third party at a price that would cover 
the mortgage and if it is a vessel that originally might have been a 
suitable vessel to the national defense reserve, while a banker would 
have no interest in the boat for a reserve for defense, the Government 
might feel that they very well have a proper interest in a decent vessel 
that was gotten at a fraction of its original construction cost. 

I keep thinking that even these bankers, so far as I can see, are 
talking against it and insurance companies and trust and endowment 

funds do not want even 10-percent interest in any vessel idle or any 
national defense reserve. 

I finally came to the conclusion after talking to some of the mari 
time people that it wasn’t only the bankers. It was primarily the 
bankers, but by no means was it only the bankers who didn’t like the 
10-percent feature in Public Law 288. It came up last August and 
it was reduced to 90 percent of the mortgage. Maritime seems to 
have had—and I do not speak for Maritime, of course—I have no 
authority to do that, but I am very clear on this point. They were 
concerned that in the event of a foreclosure no third party is to bid 
on it, and Maritime would bid it in for the net amount of their mort 
gage, at which point the banker is left with a 10 percent interest m 
that mortgage. Where did that 10 percent end? If you left it at 90 
percent, not only would you apparently get no private money but you 
would certainly be called upon by Maritime to—let us define it in 
specific language, or let us define, because there is no language there— 
where does the banker’s interest cease, because if the Government bid 
the boat in at 1 or 2 or 3 or 5 years from now and there is a ship 
market for 1 reason or another, worldwide, and we will say a bull 
market and these conditions go up and down dramatically, then and 
then only is the Government likely to sell it right at a moment when 
the banker’s 10-percent interest might be a very healthy sum, and that 
is the time the Government might be entitled to get back its 90 per- 
cent plus the foreclosure expense and the lay-up expense, and they 
could go on for years or they could wait until some d: ay the Govern- 
ment decided we might turn this boat over to Admiral Dennebrink 
or Admiral Dennebrink’s success or for use by the Government, and 
although the Maritime might charge the sister agency nothing for 
the vessel, the banker might have a perfect right to come in and say, 
“T want my money, because I have been holding her and I have not 


ee 
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collected, based upon today’s estimated value of the vessel, and what 
I say in passing is that it is something more than merely the bankers 
who did not like this 10 percent. 

We know that the average banker, endowment fund or trust fund, 
that he doesn’t put up risk capital. That is for the owner to put up, 
and they are not going to get average firm of that kind to do it. 
Those fellows say, in effect, “I want to be paid for the use of my 
money, not for gambling it. : 

It would seem t6 me the discussions that I have heard that the 
Government, if you are going to take all the risk and in effect that is 
what you are doing, then they should earn the interest, and I for one 

say hooray if the Government has the money let it put it up. : would 
say let the Government earn the interest, but the re: ality of it seems 
to me to be that the Government doesn’t have the money or deat 
want to ask for it or Maritime doesn’t, and that is the ouhian: but 
I assure you as one owner—and I am only one—who has this at- 
titude, I know from conversations }f we thought that the Government 
would supply money for ship mortgages we would sup port H. R. 
8637. Knowing as we do it is going to cost more, it is going to cost 
more, and the fact that we do support it as has been evident from this 
hearing is the fact that we believe, rightfully or wrongly, we believe 
we will not ever get a sufficient amount of Government financing under 
title V and therefore we ask for this as a means to an end, even though 
more costly. 

I would like to comment on a subject that keeps coming up here 
that is certainly close to the heart of every shipowner, and every 
American in the shipping business, particularly, and that is, is this 
going to get any boats built? We all know that while nobody proposes 
this asa panacea it is nevertheless a step that should be t: aken. It is 
only one step in having money available to borrow and that doesn’t 
mean any owners will go around and borrow it. The question is are 
there any new dry cargo vessels needed? On the contrary, it seems we 
have a few more than we can use, and thus if anybody believes that 
this is a panacea or. let us say differently, if anybody believes that 
this shop mortgage private financing. together with the trade-in, 
which legislation will come back to this committee in time, I under- 
stant, together with Mr. Dennebrink’s 20 supertankers, is going to pro- 
vide any substantial workload for shipyards for 1 boat, 1 do not be- 
lieve it. Because the coldhearted fact—I do not mean it will not pro- 
vide any work and I have thought this out quite seriously—is going to 
provide a relatively modest amount of work for the shipyards—all 
the programs combined—there will be a lot of upgrading. Tankers? 
They are running out of our ears. There are 75 laid up, of which 
about half of them, say 35 or more of them, are usable and which have 
reached about one-half of their life. 

The argument is who is going to support the reserve? Is the in- 
dustry going to keep carrying them swinging in the docks! There 
isn’t any need for : any more tankers. We have got the reserve already. 
It is in the hands of the industry temporarily. 

Finally, in respect to Ac Imiral Dennebrink’s 20 supertankers, at 
least as far as I am personally concerned, and talking with others 
who have an interest in the program, there isn’t going to be any 
rush with H. R. 7330 and there isn’t going to be any rus sh of owners 
to build those tankers because what they are doing is agreeing to 
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buy a 10-year-old boat for $3 million or $4 million, and believe me, 
gentlemen, there are a relatively small number of people who have 
any interest to buy a 10- year-old tanker for over $3 million or $4 
million, and that is exactly what it amounts to. Admiral Denne- 
brink or anybody in his right mind, isn’t going to buy that boat. 
You might say, “Well, you build us a boat. We will use it the first 
10 years because you can see the first 10 years of it. The t “ade-in 
and the building program—because the industry might build 2 2 


and get the equivalent—it looks fine to say that we will trade in 2 
T-2’s that cost us only $2 million and ms aybe you have made uel 
that haven’t got any money left in them. But the problem is dif- 
ferent. Who wants to trade in 2 T-2’s for $2 million and to build 


the same capacity equivalent and spend $6 million or $7 million? 
You are not trading off two old boats. You have got the privilege 
of tripling the cost to duplicate the capacity. 

Finally, what will you do with it after you build it? There is 
one thing that you cannot do. You cannot build a coastwise United 
States-flag vessel so much fancier that you can offset anything much 
in the way of construction costs. You cannot use these 45,000- ton 
ships on anything but Persian Gulf, Eastern Hemisphere runs. There 
are a few certain specific movements from some big crude processing 
terminals in Texas to some place in Philadelphia or New York, but 
those are very few. You have the average boat running from Texas 
with either crude or refined products, a 20,000- to 24,000- tonner, is 
about as big as anyone wants, and he doesn’t get anything by having 
any fancy speed in it. I am only saying in passing that while cer- 
tainly we should pass H. R. 8637 and have this private financing, 
I am glad that title XI or the Government financing it, and though 
I doubt it will be used much, but that in itself will not solve the 
shipyard problem, and it appears to the shipowners sitting in the 
audience listening to the Government on the Senate and the House 
side that there is a little mistaken emphasis on who it is that needs 
this and it appears to me that our problem today is a shipyard prob- 
lem and not the merchant-marine problem. That is to say, taking 
the one most pressing. The defense officials say we need more ships, 
and that is right, but when they say we need more they mean we 
need more ships that we can have access to in peacetime so that we 
can get hold of them in time of emergency. 

I also note, with no discourtesy to the military officials, that while 
they preach that we need more boats they also repeat in the same 
breath, “But don’t expect that we are going to pay for them.” 

Well, somebody has got to pay for them, and I don’t know, as a 
taxpayer, who pays for it; but it seems to me that if it is a defense 
item they are the ones who should pay for it. Simply to ask the 
industry to do it—they will not ever get the industry to do it. It is 
impossible. A good many of us, like my company, which is a rela- 
tively small one, cannot do it. There is no argument about it. I 
cannot. And those who can won’t do it. If they did, the stock- 
holders would throw them out. Fleets, if you got in the habit of 
trying to support the defense standby fleet—none of the programs— 
and I might state the programs they have been talking about in recent 
weeks—and by any analysis that any shipowner can make—isn’t going 
to do very much toward giving any shot in the arm to shipy: ards, 
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because until about 1964, or thereabouts, when most of the American- 
flag fleet have reached the end of their useful life, until there is no 
program inspired to get anyone to replace that boat ahead of time, 
and this is in about 6 or 8 years from now, I think the shipyards will 
be quite busy, if there are any around to be busy. Until then there 
isn’t much anybody can do to get anybody to re pl: ice a vessel 8 or 10 
vears before its economic life, cons sidering cos ts tod: ay and the e: arnings 
outlook tod: vy, and the real problem and I certainly have no thoughts, 
I am sorry to say—is how can we stagger the age of this fleet so that 
you will not all come up every 20 years for replacement and during 
the intervening 20 years the shipys ards are all starving to death. 

I heard Mr. Rothschild refer to the long-awaited study of Mr. Mur- 
ray. There are some maritime ships in that, no doubt, but the general 
contents of it are fairly well known to a good many people in the 
industry. Unless there is a very drastic change in the last wording 
of it, there is nothing in that that would appear today to offer any 
relief to shipyards that are on the verge of closing. Nothing in this 
program to be announced next week will save that situation, either. 

I thank you for the opportunity to offer my views. 

Mr. Auten. Thank you. 

Would you like to have your prepared statement included in the 
record at this point ? 

Mr. Duxer. I would appreciate it, sir. 

Mr. ALLEN. Without objection, that will be done. 

( Prepared statement of Gordon Duke is as follows :) 


STATEMENT OF GORDON DUKE, SOUTHEASTERN OIL & AFFILIATES, JACKSONVILLE, 
FLA. 


Title V of the Merchant Marine Act of 1936 is sometimes confused with title XI. 

Title V is direct Government financing of ship construction, whereas title XI 
is private financing backed up by Government insurance of the loan, 

H. R. 8637 which is under consideration here today is an effort to improve 
title XI as amended last August by Public Law 288. It is clear that 288 amended 
only title XI, not title V. Among other aims, 288 was a shift to emphasis on 
private financing, that is, use of title XI rather than title V 

Inasmuch as title V extended authority to the Maritime Commission to finance 
ship construction but did not appropriate funds, one of the real problems which 
always arose when anyone tried to make use of Government financing was the 
difficulty of persuading Maritime to ask for the necessary appropriations. If a 
shipowner wishing to construct a new vessel got past that hurdle the problem 
then became Maritime’s inability to persuade the Appropriations Committees of 
Congress to grant the needed appropriations 

Usually by the time the money was finally available, if ever, the shipowner’s 
plans had changed. No businessman can hold a transaction in a state of suspense 
for months and even in some cases years. For this reason title V has never 
been satisfactory. 

The problems with title XI were numerous, though of a different sort. Suffice 
to say that XI has been on the books for 16 years and seldom used, because 
lending institutions do not like its terms. 

Title V was enacted in 1936 and XI in 1938. <A few years later we were in 
World War II and shipbuilding for private account ceased. When the war 
ended shipowners were able to build up their fleets by purchase of the Govern- 
ment’s war-built fleet. The vessels were sold on terms, if desired. Thus, not 
until about now has it been of any particular importance to shipowners that 
neither titles V nor XI were usable to any great extent 

Now, however, private owners must begin to replace some of their vessels, 
Financing is essential. Few owners can pay all cash for new vessels 

Hither title XI must be modified so lenders of money will accept its terms or 
Maritime should be given a multimillion dollar revolving fund to implement 
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title V. Until one or the other, or both, are done there will be few vessels built 
in United States shipyards. 

It is significant that not one single order for a new merchant ship has been 
placed with a United States shipyard in over a year. 

One fact is worth noting: Title XI has always provided (since it was enacted 
in 1938) for Government insurance of 100 percent of the ship’s mortgage, which 
mortgage could be up to 75 percent of the vessel’s construction cost. 

The reduction from 100-percent insurance on a 75-percent mortgage to 90-per- 
cent insurance on a mortgage first came into being when Public Law 288 was 
enacted last July-August. And while 288 was under consideration, it was clear 
to all concerned that it was defective. The law was passed with understanding 
that it might be wiser to pass something and then amend it at this session of 
Congress. Time did not permit further refining of 288 near close of last session. 

If Government guarantees 100 percent of ships’ mortgages this fact not only 
will be no departure from past practices, it is possibly of no great importance 
either. Government can protect itself so long as title XI is permissive. Govern 
ment can insist that any mortgage it insures meets at least three tests: 

(1) That owner’s downpayment is adequate; 

(2) That amortization of mortgage is sufficiently rapid; 

(3) That only vessels which are suitable for National Defense Reserve 
Fleet, in event of foreclosure, are insured. 

Then if any vessel is foreclosed it should be a bargain to Government—even 
though of no value whatever to a private lending institution. 

It is worth pointing out that even though the lender of ship-construction money 
under terms of today’s proposed H. R. 8637 would lose nothing in event of a fore- 
closure, the owner will have lost his equity—a sizable investment. And owner 
will lose his working capital to Maritime, except in case of passenger vessels. 

Thus, no owner will borrow money from any banker unless he thinks his new 
ship deal is sound; granted that businessmen often make mistakes. If he does 
his loss is great while Government stands to lose little, if anything. Government 
gets a vessel at some fraction of its original cost. 

Expecting insurance companies, endowments, and trust funds, etc., to take a 
10 percent risk overlooks the fact that they are not risk-capital lenders. The 
shipowner must furnish the risk capital and he does so. Insurance companies 
and commercial bankers simply want to be paid an interest for the use of their 
depositors’ and policyholders’ money, not for risking it. 

If Government wishes to earn the interest by supplying the funds, I see no 
reason it should not do so. But this will require a revolving fund being made 
available to Maritime to be used in connection with title V, otherwise title V is 
only academic to a large degree. 

If such a fund cannot be obtained, then I urge that title XI be modified in order 
that shipowners can borrow from private sources some of the money they must 
obtain if they build many ships. 


Mr. Auten. Mr. Mumma, do you have any questions? 

Mr. Mumma. While we have a lot of vessels tied up, the Greeks and 
the other boats are very busy hauling material into our ports, are 
they not ? 

Mr. Duke. Yes, sir. 

Mr. Mumma. In other words, from Venezuela those ships in that 
trade are foreign ships, are they not ¢ 

Mr. Duke. No, sir: in general the idle foreign-flag boats are obso- 
lete. There are no idle foreign-flag vessels that are economically 
useful as our T-2’s. 

Mr. Mcum™a. We are not competing on that Venezuelan business 
into the United States, are we? 

Mr. Duxe. No, sir. To be specific, I have a tanker that costs about 
$1,100 a day more to operate than for example the average foreign- 
flag boat. It varies a little according to what fleet it is in. Thus in 
a year I would spend $400,000 more to haul that oil in from Venezuela 
to Texas or the east coast, starting with myself and a few like myself, 
I could not do it. I have not got $400,000 a year more than my 
competitor. 
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As I said earlier, those who can will not and they wouldn’t be there 
very long as the head of some of these companies if they tried it. So 
they cannot do it. 

Mr. Mumma. In other words, American ships can do the coast wise 
business, but there is only so much. 

Mr. Duke. Yes, sir. 

Mr. Mumma. Is the price of Venezuelan crude laid down in the 
Delaware River from Venezuela cheaper than from Texas? They 
have the price of the material and the cost of transportation advantage. 

Mr. Duxr. And the answer is that since these tanker rates fell 
through the basement the cost of moving foreign crude in is in general 
substantially less than the cost of moving American crude from re- 
fineries in our country to the east coast and primarily we have this 
flock of idle United States-flag tankers. 

You would think that inde pe sndent tanker owners in general would 
join hands with, let us say, the independent producers, Mr. Russel 
Brown and his folks who have a very real interest, to see that imports 
are rationalized, but the reason for that is that the independent tanker 
owners, and I am not one because I am in the oil business and the 
tanker business is incidental with me—he does business with the very 
company he would be offending enormously. If he sought to block 
imports he would cut off his charter operations. 

Mr. Mumma. You mean people like Standard Oil ? 

Mr. Duxer. Yes, sir. 

Now, I want to emphasize that I am not offering this as any critical 
version. Lam not afraid to. It isa fact of life that our idle tankers 
in the United States are the result primarily of imports which can 
move in foreign-flag vessels that used to be domestic and the coastwise 
had to be in a United States-flag vessel. If you take the number of 
idle boats and lay it down alongside the foreign imports you would 
see a pretty good parallel. 

You have one other factor that has made great inroads into the 
United States-flag fleet, and that is the pipelines. 

I have said to some of my friends that I used to be a seaman on 
a vessel and I thought I never got enough money. But notwith- 
standing that fact when it gets down to where we can only run 
United States-flag boats in the protected routes, there isn’t much 
ovement from coast to coast. Once in a while they are long on 
oil in one area and they might ship it from one coast to the other, 
even in the opposite direction from which it is generally shipped. 
But generally the only place that a United States tanker can operate— 
and, remember, they ‘do not have any operating or construction sub- 
sidy, and my opinion is that that would not be accepted by them. 

With the pipelines taking over, and why have the pipelines taken 
over’ That is obvious. As the cost of a United States tanker grows 
you naturally have a substantial advantage in a pipeline where labor 
cost is a very small cost. Once you have built the pipelines the 
operating cost, laborwise, is a very small item. We have to face it. 
[ do not say that I know the answer. And I do not see any solution 
that all the United States tankers or the protected route boats—none 
of them are subsidized—plus the Government reserve- 

Mr. Mumma. Isn’t it a fact that what accentuates this thing is that 
there is so much more residual oil in Venezuelan crude than in 
American crude? 

Mr. Duke. Yes, sir. 
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Mr. Mumma. And the demand for aviation gasoline, to satisfy that. 
they just have a great big load of this residual oi] that must be taken 
care of. Is that correct 4 

Mr. Duxe. I would say it is almost exactly accurate, that the nature 
0 of Ve nezuelan crude and the Middle East crude is of substantially 

ugher quality, that is lower gravity and yields a higher percentage 
\f industrial fuel oil and a relative ly low percentage of gasoline. Out 
of every barrel of Venezuelan oil we oa a lot more oil. Venezuela 
doesn’t consume it. 

Mr. Mumma. The 20 tankers the Navy needs, you could say they 
would run ordinarily in these economical routes. We have talked 
about oil all over the world and they are mostly long runs, are they 
not / 

os Duke. Yes, sir: those 20 tankers that MSTS are going to invite 

dustry to build for them. they are the only tankers running in for 
eign routes that are United States-flag routes. Frankly, the military 
could charter a foreign-flag boat much cheaper, but as a matter of na- 
tional policy they use a United States-flag boat no matter whether it 
is offshore or United States. 

Mr. Mumma. Do the passenger ships built contribute anything to 
the insurance reserve fund? 

Mr. Duxr. Yes, sir; if their mortgage is paid thev will have to 
pay into that fund, 

Mr. Mumma.’ The only hope of getting the money out of a passenger 
ship would be taking it out of the insurance reserve fund? 

Mr. Duxr. Yes, sir; because they want to limit the recourse of the 
(zovernment. 

Mr. Mumma. They are not anticipating something they have not 
contributed to? 

Mr. Duke. No, sir; they will contribute to it. 

Mr. Mumma. That is all I have, Mr. Chairman. 

Mr. ALLEN. Mr. Bonner. do you have any ’ questions ? 

Mr. BonNER. No questions. 

Mr. Auten. Mr. Van Pelt, do you have any questions ? 

Mr. VAN PEI r. No questions. 

Mr. Auten. Mr. Shelley. 

Mr. Suetiry. No questions. 

Mr. Auten. Mr. Ray, do you have any questions ¢ 

Mr. Ray. One of the witnesses here this week said the 100 percent 
insurance on mortgages, wouldn’t be an incentive to new building 
unless the boatowner felt that he had a possibility for a profitable 
operation of the boat and the banker looked at it in the same way. Is 
there anything except providing that sort of an incentive and assurance 
of doing business at a profit which would build up the merchant 
marine / 

Mr. Duke. Mr. Ray, when you have made the mortgage money 
available so that those owners who could see an economical possibility, 
they will build one, and you have done all you can in the money way. 

When you have p: issed, as I believe your committee will, the trade-in 
tanker bill so that. in building a few new ones the »v can trade off some 
of the existing ones into a Government reserve because I understand 
the Government wishes to have a reserve of some 90 tankers, then you 
have done all you can and because there is nothing the Government 
should do to get a bigger reserve than they need for defense purposes. 
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They should not be bailing a shipowner out of surplus ships. That 
is not their responsibility. 

The only other thing that they can do would be to enlarge the 
United States fleet because then you have got a fleet big enough that 
can be economically used. The balance has to be ke spt by the Govern- 
ment in an emergency. They cannot be boats operating except those 
few in the so-( alled essential trade routes where they obtain an oper- 
ating subsidy. 

No, you cannot do any more than pass H. R. 8637, get the trade-in 
tankers bill in shape so that they get the tankers in the Government 
fleet and you do provide subsidies for those routes that are essential, 
our foreign routes for dry-cargo boats, but not tankers. 

Mr. Ray. Tha! means you have got to provide subsidies for what 
ever number of boats it is desired to have in the merchant marine. 

Mr. Duxe. Above those limited numbers that you operate in your 
protected routes. We do not have any competition with a foreigner 
on our protected routes. That is the only route that they can oper- 
ate 1n 

Mr. Ray. Would a requirement that a higher percentage of our 
commerce be carried in Ameriean-flag ships produce the equivalent 
of the protected routes you are té alking about ¢ 

Mr. Duke. Yes, and obviously I should have mentioned that. By 
all means, if you require 50 percent of our foreign commerce to be 
created, you in effect. create an extention of the protected routes. 

Mr. Ray. Thank you. That is all I have, Mr. Chairman. 

Mr. Auten. Mr. Robeson, do you have any questions / 

Mr. Roprson. I have no questions, but I want to thank Mr. Duke 
for what I think is a good presentation. I am glad I could be here 
to have heard it. 

Mr. Auten. Did you have something further to say, Mr. Mumma? 

Mr. Mumma. Only that I wanted to join in that opinion, Mr. 
Chairman. 

Mr. Auten. Mr. Bonner? 

Mr. Bonner. Yes, I have enjoyed the gentleman’s testimony. 

Who will trade in under the tanker bill? You say there is no need 
for these supertankers in the protected trade ? 

Mr. Duke. That is right. 

Mr. Bonner. Who will trade in? 

Mr. Duke. It is an excellent question. Those who have some T-2’s 
that are what I call “dogs” and I want to be as frank as I can about it 
without hurting anybody’s feelings. Let us say there are companies 
that have 6, 8, 10, or 12 of these T-2’s. You know which vessels have 
been causing you trouble. You can have a dozen of them all alike and 
yet the operating experience on 2 or 3 of them would be somewhat 
bad or expensive, or the engine has become a lemon from the begin- 
ning, and the ones that will be offered to Louis Rothschild, in my 
opinion, are those on which the operating records have been pretty 
lousy. 

Mr. Bonner. They wouldn’t be of any great advantage to the re- 
serve fleet then. 

Mr. Duxe. I don’t know whether I should leave that impression. 

Because if they will be put in the reserve fleet and perhaps broken 
out in some rare circumstances, and maybe never—and for Roths- 
child to pay an owner today for one of the kind he might want to 
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have—Rothschild won’t pay for it. And somewhere down the line, 
and I am not trying to patronize Rothschild, in my opinion he is not 
going to get any fast ones pulled on him. 

sut what I am afraid of is that for him to hold out for this good 
a boat he will not get too many from the owners. What it takes to 
send him a good boat and what it takes to satisfy an owner not to 
give him a good boat, there has got to be a happy medium. They 
have to use them up and down the United States gulf and north of 
Hatteras. 

Mr. Bonner. You are now discussing the new supervessels ? 

Mr. Duke. Yes, sir. They will be maybe 20,000 to 24,000 tonners 
to build for the defense purposes. They will replace the present 
tankers that are now running from Port Arthur to New York. You 
would put aside two of the T-2’s instead of one that makes 17 or 14 
knots. You are replacing 2 existing boats with 1 new one, and you 
give Louis Rothschild 2 of your vessels to go in that reserve. 

You have got what we call a No. 3 special survey coming up in 
about another year. You have 4 years to put your boat through a 
very elaborate checkup. Every year you put it in drydock. The first 
t years that is not very expensive. It may cost $100,000. The sec- 
ond 4 years, which is the No. 2 special, it may run eis if you 
are not lucky, but when you get to the No. 3 special they really hit 
a bad one in any tanker life. You hit a position where all the in 
ternal bulkheads have to be replaced from end to end because the cor- 
rosion effect of gasoline or crude oil or any other commodity will 
eat those bulkheads up and you run into anything from $500,000 to 
$1 million in expense, and it is my guess that when you go into that 
some owners will be willing to trade into maritime for reserve some 
of their T-2’s to be put into the reserve fleet a year or maybe 2 years 
thead of that No. 3 special. 

If Mr. Rothschild said let us wait and I will take that boat in 
a you after you put the No. 3 special on it, I would say fine, but 

I do that T am going to add whatever it costs me to repair it to 
o and if he gets it in about 2 years before they have any repairs 
on it, then he has got maybe 2 years and they may lay there, or if 
he has to break them out they may run about 2 years before they have 
to have any money spent on them. 

\s a taxpayer I feel it is very wrong to put a brand, spanking new 

vessel in that has 6 or 8 or 10 years work on it. The price wouldn’t 
be warranted by the prospect of the time it will be in service. 

Mr. Bonner. On these supertankers, wasn’t there some mention 
about the fact that they were necessary to the MSTS for the supply 
of the fleet ? 

Mr. Duxr. Actually, those 20 new tankers are not fleet supply 
vessels. MSTS doesn’t operate the so-called fleet oilers which are the 
vessels that service the fleet. All Admiral Dennebrink manages are 
those that move cargo from one port to another port. These 20 new 
ones are not fleet oilers at all. They are just to move oil from one 
refinery to some base, some military installation around the world 
somewhere. 

Mr. Mumma. Weren’t they built under specification that they could 
be used for fleet oiling? ' 
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Mr. Bonner. That was my understanding. 

Mr. Mumma. They were not going directly into the fleet / 

Mr. Bonner. That was my understanding. 

Mr. Duxer. I think that was true, that the design of it was that 
they could be adaptable for fleet oilers. [But the initial use was not 
for fleet oilers. 

Mr. Bonner. One other question I would like to ask you. Since we 
have subsidized many lines how do the nonsubsidized operators get 
along as successfully as they do? 

Mr. Duxe. Because they confine their operations to the routes where 
the foreigner cannot run competition with us. When I run my boat 
from New Orleans to Wilmington, N. C.— 

Mr. Bonner. I mean dry-cargo vessels. 

Mr. Duke. I think the answer is that they do not run successfully 
today and the reason we were allowed to run is that right after World 
War II, you sold these boats in 1947 and 1948. Our foreign com 
petitors did not have the vessels and thus we found ourselves able to 
run a large number of American ships, tankers and dry cargo, for 
only one reason, whether the foreigners liked it or not, they paid our 
costs because they did not have any boats. 

In 1949, about 2 years after we got these boats out of the Govern 
ment reserve, the foreigners built their fleets either by purchase out of 
our surpluses or by building them themselves, and thus they were able 
to take over the foreign trade because we could not compete with them 
anymore. 

Korea hit in the summer of 1950 when the boat market was in a 
rather lousy shape, as it is today. I think there were over 100 tankers 
laid up. I had five laid up for over a year. Then Korea came along 
and gave us enough work to take care of the foreign boats that had 
been built, as well as this surplus of United States flag boats. We got 
out of Korea, and thank God, and I hope we do stay out of all those 
kinds of things, and again we have the situation where we bave to 
retire from those routes where there is a foreign boat. 

Mr. Bonner. Isn’t one of the largest operators subsidized in the 
general cargo service and passenger service / 

Mr. Duxe. I don’t know. I am not evading the answer. I don’t 
know. 

Mr. Bonner. That is all I have, Mr. Chairman. 

Mr. Auten. Mr. Dorn, do you have any questions? 

Mr. Dorn. No. 

Mr. Auten. Mrs. Sullivan, do you have any questions? 

Mrs. Sutnivan. No. 

Mr. Auten. Mr. Duke, with reference to the 10 percent provision 
that you discussed and the 90 percent mortgage, it is true, is not, 
that when a banker makes 9 substantial loan he has an investment, 
and as the loan pays off his profit comes in a loan not éasily collected, 
so that a banker would be likely to avoid even a 100-percent loan unless 
he had reason to believe it would be paid ¢ 

Mr. Duxe. That is definitely true. 

Mr. Auten. You mentioned that there might be some liens prior to 
first mortgage liens. Could you briefly say what those might be? 

Mr. Duxe. Ships’ crew wages, the claim of a ship’s crew member 
against the vessel. 
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Mr. Auten. Would repair liens or salvage liens come in that cate 
gory ¢ 

Mr. Duke. In some instances, yes, sir. 

Mr. Avuen. And personal injury liens? 

Mr. Duxe. Yes. sir. 

Mr. Auten. That would be about all? 

Mr. Duke. Yes, generally speaking. 

Mr. Auten. Then you mentioned that if a vessel was suitable and 
desirable ora laid-up fleet. the Government could afford in the first 
because ultimately it 
would have a ship that it wished to have if it had to foreclose. 

Mr Duxe. Yes, sir. 

Mr. Auten. If the Government should provide a vessel for private 
operation that should continue Mm operation for a period of 5 to 10 
years under normal operating conditions and, at the end of that time, 
would the vessel be in better or worse condition than if the Govern- 


instance, to venture on this mortgage insurance 


ment had built the vessel and put it in the laid-up fleet originally ? 
M 


use, 


* Duxr. The vessel would be in worse condition, having been in 
et us say, LO years, than if it had remained in mothballs probably 
for 10 years. In other words, when you use a vessel, and this is true 
of a tanker particularly and to dry-cargo ships too, you are using up 
half of its life. If you put a ship in mothballs properly it has its full 
20-veal life when you break it out. 

Mr. Au N. Are the vessels of the laid up fleet sO mothballed that 
this desirable preservation is « btained 2 

Mr. Duxr. It is my impression, seeing a few of them, that they are 
very well preserved. 

Mr. Auten. You mentioned something about not being able to use 
the additional ships that the Navy would like to have in our merchant 
fleet. Do you have any opinion how many ships there should be in the 
priv itely operated fleet ? 

Mr. Duxr. No, I could not answer that ina Way that will be helpful 
to you. 

Mr. Auten. Do you have an opinion of what percentage of Ameri- 
ean export and import cargo should be carried by American ships, both 
economically and as a matter of policy ¢ 

Mr. Duxer. I would favor the 50-50 division of our foreign com- 
merce 

Mr. Auten. And all of our domestic commerce? 

Mr. Duxr. And all of our domestic commerce. 

Mr. Auten. Thank you very much. 

Are there any further questions? 

Apparently there are no further questions. 

Thank you, Mr. Duke. I join with my fellow members in com- 
plimenting you on the value of your statement. 

Mr. Duxr. Thank you, sir. 

Mr. Auuex. The committee will recess subject to the call of the 
chairman, and immediately following this adjournment the Merchant 
Marine Subcommittee will meet in executive session. 

(The following were furnished for insertion.) 
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CONGRESS OF THE UNITED STATES, 
HovusE OF REPRESENTATIVES 
Washington, D.C., April 28, 1954 
Hon. ALVIN F.. WEICHEL, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D.C 
My Drak CHAIRMAN WEICHEL: As a representative from the city of Balti 
more, the home of two of the finest shipbuilding concerns in the United States, 
I strongly urge favorable consideration of H. R. 8637 
Sincerely, 


SAMUEL N, FRIEDEI 


STATEMENT OF THE HONORABLE GEORGE H. FALLON IN Support oF H. R. 8637 


As recently as April 8 of this year the attention of the House was directed by 
the distinguished gentleman from North Carolina, Mr. Chatham, to the sad state 
of affairs in our private shipbuilding industry. He referred to a survey showing 
that not one dry-cargo ship has been built for a private American account since 
1948, and that not a single order for a privately owned ship is on the books 
He referred to a well-known economist as stating: 

“Within the next 10 years, 80 percent of our cargo and passenger ships will be 
obsolete. Eventually they must be replaced. * * * Yet, of the 5,100,000 tons of 
ships launched in the world last year, only 528,306 carried the American flag. 
At this moment, not one freight or passenger ship is on the ways in our ship 
yards.” 

H. R. 8637 is proposed to offer much-needed strength to our lagging ship 
building industry and to salvage for our defense efforts the valuable technical and 
design staffs of this industry. 

At the last session of this Congress we baited private capital by passing Pub 
lic Law 288, which guaranteed 90 percent of the ship mortgages. That bill failed 
to interest private capital. We know now that we did not go far enough, we 
need a full insurance measure. 

On June 23, 1938, Congress added title XI, providing for ship mortgage in 
surance, to the Merchant Marine Act of 1936. At that time the House Committee 
on Merchant Marine and Fisheries stated that 

“Even more than its role in the development of commerce is the vital rela- 
tionship that exists between the merchant marine and national defense. The 
(Maritime) Commission found this to be true and said that many authorities 
regard the latt@r consideration as the most important of the two, a view which is 
supported by the fact that national defense is placed ahead of trade as an ob- 
jective of the Merchant Marine Acts of 1920, 1928, and 1936. It is obvious that 
national defense is an important, if not the primary, justification for the main 
tenance of American vessels in foreign trade.” 

Three facts stood out when in 1938 the Congress enacted the insurance pro- 
visions of title XI of the Merchant Marine Act of that year. These three facts 
still apply today with respect to H. R. 86387: 

1. That it would greatly reduce unemployment. 

2. That it would increase safety of life at sea. 

3. That it would be of great benefit from a national-defense standpoint. 

The Department of Labor has advised me that the peak of employment in 
private shipyards in World War II reached 1,459,100 in November 1943. Peak 
employment in 1953 was a meager 156,000. Employment is dropping alarmingly 
to a point that could reach zero. 

Baltimore’s Sun paper has recently carried a series of articles on the tragic 
situation facing two great shipbuilding and repair yards in that great port. The 
61-year-old Bethlehem Sparrows Point Shipyard which led the world in ship 
production in 1953 faces a complete shutdown in October. Sparrows Point re- 
ceived its last new order in 1952. During World War II the yard built 101 ships 
of 16 different classes, which included Navy fleet oilers equipped for refueling 
at sea, deep-sea, and shallow-draft tankers, attack transports, attack cargo ships 
and oceangoing ore carriers. 

The Maryland Drydock Co. now has no backlog of business. This fine ship 
yard which employed 4,400 people in 1952 was down to 2,500 in December 19538 
and now has less than 1,100 employees. 

H. R. 8637 is designed to give the needed boost to the shipyard industry and at 
the same time aid our national defense. The aid to be given to the shipyard in 
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dustry is similar to that presently given to the housing industry. The insurance 
is similar to that now given by the Federal Housing Administration on loans to 
homebuilders. A low rate of interest to shipbuilders is assured and what risk 
the Government assumes is secured by the mortgaged property. 


TREASURY DEPARTMENT, 
Washington, May 3, 1954. 
Hon. ALVIN F. WEICHEL, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C 

My Dear MR. CHAIRMAN: Reference is made to your request for the views of 
this Department on H. R. 8637, to amend certain provisions of title XI of the 
Merchant Marine Act, 1936, as amended, to facilitate private financing of new 
ship construction, and for other purposes 

rhe bill contains provisions which, among other things, would (1) increase 
the Government insurance on mortgages or loans made in connection with ship 
construction from 90 percent to 100 percent of the insured mortgage or loan; 
and (2) increase the mortgage and loan insurance authorization from $100 mil- 
lion to $1 billion 

The Treasury Department is in accord with the objective of the proposed 
bill, which would appear to be to encourage the use of private funds in mod- 
ernizing and strengthening the merchant marine, thereby maximizing private 
initiative and minimizing Government financing. 

The Department feels, however, that the increase in Government insurance 
to 100 percent is undesirable in view of the fact that the Government would 
pay all of the insured mortgage or loan in cash in the event of a default and 
would have complete responsibil ty in handling foreclosure proceedings. The 
Department is of the opinion that the combined effect of those provisions would 
remove the incentive of the private lender to service his mortgage properly 
since he would have almost immediate access to Treasury cash for the full 
amount of his investment. The 100 percent insurance coverage would remove 
the only coinsurance feature existing at the present time and might set an un- 
fortunate precedent in granting too liberal Government insurance provisions to 
many other types of private investment. The Department also notes with con- 
cern the large increase in the mortgage insurance authorization that would be 
provided by the bill. 

In the event the bill is given favorable consideration, the Department believes 
that some technical changes in its provisions would be necessary. These are 
discussed in the attached memorandum. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
M. B. Foisom, 
Acting Secretary of the Treasury. 


MEMORANDUM 


Re H. R. 8637, to amend certain provisions of title XI of the Merchant Marine 
Act, 1936, as amended, to facilitate private financing of new ship construc- 
tion, and for other purposes. 

(1) Section 1104 (a) (5) of title XI of the Merchant Marine Act, 1936, as it 
would be amended by section 4 (6) of the bill, would provide for a maximum 
interest rate on insured mortgages or loans to be determined by the Secretary 
of Commerce based on the yield on Government securities of 20-year maturities, 
plus 1 percent perannum. The Department believes that the rate should be deter- 
mined by the Secretary of the Treasury rather than the Secretary of Commerce. 
Furthermore, in order to bring the interest formula more in line with similar 
language in other statutes, it is recommended that the proposed section 1104 
(a) (5) be amended to read as follows: 

(5) secure bonds, notes, or other obligations bearing interest (exclusive of 
premium charges for insurance) at a rate not to exceed 1 per centum per annum 
plus the annual rate of interest which the Secretary of the Treasury shall specify 
as applicable to the six-month period (beginning with the six-month period end- 
ing June 30, 1954) during which the mortgage is issued, which applicable rate for 
each such six-month period shall be determined by the Secretary of the Treasury 
by estimating the average yield to maturity on the basis of daily closing market 
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bid quotations or prices during the month of May or the month of November, as 
the case may be, next preceding such six-month period, on all outstanding 
marketable obligations of.theDnited States having a maturity date of fifteen or 
more years from the first day of such month of May or November and by adjust 
ing such estimated average annual yield to the nearest one-eighth of one per 
centum.” 

(2) The net effect of section 1103 (d) and 1105 (b) of title XI of the Merchant 
Marine Act, 1936, as they would be amended by section 3 (3) and section 5 (1) 
of the bill, would be to require the Secretary of the Treasury to obtain appro- 
priations and make payments in case of default on insured mortgages or loans 
in the event that funds in the Federal ship mortgage insurance fund are insuffi- 
cient to make such payments. The Treasury Department would not have the 
necessary information on which to base a justification for requests for such appro- 
priations and it is recommended that the Secretary of Commerce obtain the 
appropriations and make the payments as is provided under existing law. 


(Whereupon, at 11:08 a. m., the hearing was adjourned subject to 
the call of the Chair. ) 


Xx 





